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lo Fooitli Editiim 

It has been vety enoonraging that the third edition was 
exhausted in dnly a few months. A mere reprint oonld easily be 
brought out to meet the unsatisfied demand. We, howoTer, leskted 
this temptation. We wanted, instead, to reoast and rewrite the 
whofe bodk in view of the far-reaobing and fundamental changes 
that hare tahen place in the nature of our ^eoonoraio problems 
eonsequent on the dir sion of the country and the attainment by 
hw of an independent status. Besides, much dead»wood has 
befin chopped off which has incidentally hdped ns to keep the 
«f» of the book within reasonable dimensions. 

Erety chapter of the book will be bound to bew the mark of 
this thorough rerision. Latest arailable statistics hare been 
inoorpmated throughout the book. Ohapters on Agtfeulture and 
Currency and Exchange hare been partionlarly rearranged and 
improred. We specially commend in this edition the discussion 
relating to Forest Policy and Admioistratiou, Hydro-electric and 
Multi-purpose Projects, Population Problem, Agrioulturai Planning, 
Abolition of Zamindari, Oollectire Farming, Agrioulturai Finance 
and Marketing, Recent Trends in Co-operation, Food Problem, 
Land ^renue Policy, New Industrial Policy, Production Crisis, 
Industrial Finanoe, Foreign Capital, Recent Labour Legislation 
and Social Seoority Measures, Transport Co-ordination, 
Intmnational Trade OrganisatioD, Recent Trade Agreemmta, 
Reorientation of Fiscal Policy, Baiddog Beform, World Bank 
Infiation, StsrUng Balances, I.M.F., Recent Prorinmal Fimuaoe, 
Bildgetii for 1P49>50, and Progress of Refugee Rchabifitaticn. 

We nte confident that the improvmneuts made in tihis edition 
StiM mtice the bo(dc still more popidar with teaohers and students. 
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INTRODUCTION 

Nature and Scope of Indian Economici 

1* Wbal if Todian Economicf ? Much controversy has centred 
round the use of the term ‘Indian Economics’. It was first used by 
Bapade in hk lecture delivered on Indian Political Economy in 1892 
in the Deccan College, Poona The term ‘Indian Economics’ lend® 
itself to several interpretations 

It may mean a study of Indian Economic Thought in the past 
and in the present. But the field of Indian Economic Thought is 
still largely unexplored. The relevant material is very meagre, if 
we try to trace the history of Indian Economic Thought we 
shall come acrofeS so many gaps that we may have to give up the 
attempt as futile. Some ancient Hindu Hhastras, notably Kautilva’s 
Arihashaafra^ do abound in ideas which may be termed economies* 
yet they relate to a certain period only, and no continuous develop¬ 
ment of Indian Economic ideas can be traced. Authentic and sys* 
tematio treatment of the growth of economic ideas in India for 
the whole period of Indian history is still lacking. We cannot, 
ihtreforr, identify the study of Indian Economies with the study of 
Indian Economic Thought. 

The second possible meaning of the term ‘Indian Economics’ is 
that it is entirely a new science of Economics, radically difterent 
from the science of Economics said to be fathered by Adam Smith 
and fostered by the thinkers of the West Justice Banade emphasisa- 
ed the utter inapplicability of western economic doctrines to Indian 
conditions. On account of the peculiar social structure of India with 
its eagle system and joint-family system and the dominance of usiga 
and custom instead of competition and contrast, the Ind an, accoi4- 
ing to Ranade, was an antipode of the westerner. When Ranade 
thus thundered at western economic theory, we were m a mood of 
expectancy. It seemed that a new science was perhaps about to be 
bom. But Ranade’s sole object was to enter a strong pro .est 
indiscriminate application of western economic theorj^to Indian 
conditions. There can be, in the very nature of things, no new 
science of Indian Economics, just as tl&ere cannot be Indian Mathe¬ 
matics, Indian Physics, etc. 

Another possible use of the term ‘Indian Economics’ is that it 
is a study of general principles of Economics with illustrations from 
Indian economic life. But, while the usefulness, nay, the necessity, 
of illustrating economic laws from Indian life may be readily conced¬ 
ed, it must be pointed out that such a study of Economics will not 
turn it into Indian Economics, It will still remain a study of 
General Economics. Indian Economics with which we swe iiow 
familiar, is entirely different. 
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INDIAN ECONOMICS 


Correctly rpeaking^ the term ^Indian Ecoiaoiai<^* stands 
fcr the tlndy of concrete Indian economic proWems as distin- 
gnisbed from an abstract study of the general principles of Eoon<> 
mica* India is faced with many urgent economic problenis. It is 
the pnrpos© of the study of Indian Economics to show how these 
proi lems have arisen and to suggest a solution which may take 
India on the road to prosj>erity. Indian Economics has to study 
impartially the historical background of the Indian economic 
problem ; it has patiently to analyse the existing eoonomio conditions 
and fc) mpatheticaily to formulate a national policy in the best 
interests of the country, 

2. Scope of Indian Economics. As is clear from the definition 
of Indian Economics given above, the scope of Indian Econo¬ 
mics comprises the study and the solution of various economic 
problems that confront India. Indian Economics does not concern 
itself with the formulation of economic laws ; even the existing laws 
are only occasioi ally referred to. It is a concrete and a realistic 
study and not an abstract on© divorced from reality. It studies the 
problems connected with Indian agriculture, trad© and industry, 
the currency, exchange and banking systems of India, It also 
studios movements like the labour movement, the co-operative 
movement and the movement of prices. Natural and social environ¬ 
ments and their economic bearing are also given careful cons^dera* 
tion. Besides, we have to study the land revenue system, the trans¬ 
port system and public finance. Problems relating to rursl indebted¬ 
ness, foreign capital, fiscal policy are also carefully investigated. In 
short, we have to study, in Indian Economics, every phase of our 
economic life. It is indeed a very ambitious scheme of study. 

It is ambitious in another way. It digs deep into the past ; it 
carefully analyses the present and strives to look into the future 
with respect to every problem that it studies. Its function does 
not finish when it has traced the probable causes of an eoonomio 
problem. It must study the problem in all its important aspects, 
suggest a suitable policy to be pursued and foresee the probable 
consequences of such a policy. It is thus a study both broad and 
deep. 

The study of Indian Economics is actuated by one dominant 
aim, viz.t to promote soctsl welfare of the Indian people. Tt does 
not adopt an attitude of neutrality as tbe Classical economists like 
Gairnea and the new economists like Bobbins do. The Indian 
economists are definitely partisans. It is the welfare of their own 
country that they seek, though not at the expense of any other 
country. Students of Indian Economics have thus steadily and 
constantly to bear in mind Indian national interests. But this is 
not to be construed as indifference to international movements. 
Indian economists are not isolationists. It only means that they 
mm anxious to wrest for India whatever economic advantage they 
©an. They put India above everything else and they are proud 
ii'ii. 



HATOES: AN® mom OI INDIAN BOONOiKCS 8 

J. Utility of Ae StiiAy of lodiittH Economict* Indian Econo- 
mica d^ls with @uoh varied and e^tnplc:^ problems of Indian economic 
life that it enriches the mind. Such a study has a necessary place 
in mental culture. A person cannot claim to be a properly edncated 
person unless he is conversant with the economic problems of his own 
country ; they are so \ital. This study is essential for an intelUgent 
appreciation of the issues that face us. Many an educated person 
is simply pUKzled when he sees the word inflation or cross-rate on 
the very first page of a daily paper# A study of Indian Economics 
will help him in this diflBculty. 

But apart from the cultural value of the subject, there is a real 
need for its study from another and a weightier point of view. 
India is passing through a very critical period of her history. India 
has after ell realized its century-old dream of independence Demo*^ 
cracy, if it is to be successful and If it is to work efficiently and 
for the real good of the masses in India, must be worked by legis¬ 
lators with a complete education. It must also be supported by a 
ij-igilant public. At present most of our legislators, with a few 
honourable exceptions, are blissfully ignorant of currency and 
exchange problems and problems connected with fis^'al policy 
and public finance. What contribution can they possibly make 
towards their solution ? The predominant character of all legisla¬ 
tion is economic. A study of Indian Economics is, therefore, an 
imperative necessity for ail concerned. 

Further, a crop of economic problems has arisen out of the war. 
Every educated person in India is expected to make some contribu¬ 
tion to the solution of these problems. It is a part of our necessary 
equipment that wa must be armed with the requisite knowledge 
of Indian economic affairs. Real freedom cannot come to India 
until her economic problems are satisfactorily solved. 



CHAPTER I 

THE GEOGRAPHICAL B \CKGROON0 

L Geofrapliical bStieiites on Indiiaii Economic life* *A 

cotiniry is said to make its iakaWtaats/ We might amplify it by 
sayiag that the natural eav^iroumoats of a country have a profound 
influeno© on its economic life in all its aspects. Economic activities 
of a people are vitally affected by the natural forces operating in 
their country. The climate affects the efficiency of labour and 
determines the extent of the market for certain goods connected 
with food and clothing; together with rainfall and the nature 
of the soil, deludes what crops will be sown. Physical features and 
river systems are the outcome of the peculiar geological structure of 
a country. All tht^so put together determine the volume and the 
course of trade and mduatry which, in their turn, affect the govern¬ 
ment finances and the governmental activity. Thus all economic 
and political phenomena are the outcome of the natural environment. 

But man may conquer nature. He has spanned the seas and 
cut the mountains . he has conquered the air ; he can travel under 
water ; distance has been annihilated by the fast means of locomo¬ 
tion. By electricity be has turned thi night into day and toned 
down the rigours of climate Through his irrigation schemes, he 
has tried to secure his independence from Nature in the matter of 
rain. His soil reclamation schemes are intended to overcome the 
limitations imposed by nature of the soil; European soil has 
been exported to the New World. Mighty forces of Nature have 
been harnessed into the service of mankind. These miracles of man 
will fill an epic. 

This mastery of man over nature is not, however, complete 
and unquestioned. Nature has a knack of escaping from the chains 
and asserting her sovereignty. Air operations are hampered by 
weather conditions ; sea sometimes becomes ice-bound and no longer 
navigable ; a hailstorm or a flood may undo the work accomplished 
by human labour and ingenuity. An earthquake upsets human 
plans. Thus we have been able to conquer nature only partially and 
nature’s influence on economic activity cannot be ignored and 
completely eliminated. 

On the Indian economic life, nature's influence has been domi¬ 
nant. The Himalayas affect rainfall which, in its turn, governs 
agricultural operations throughout the country. The nature of the 
coast line and the land frontier have influence on the direciion and 
volume of trade. Configuration and geological structure cause the 
mineral wealth of the country to be what it is, and they are also 
responsible for the resour(‘es of power available to Indian industries. 
Efficiency of Indian labour is, in no small treasure, affected fay 
Indian climate which also determines the fauna and flora of the 
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06 untry# Lidiaii budget ie said to be “a gamble in the monsooiKi*^ 
Thus Indian agrieulture, irade .industry, finances and what not, are 
all influenced by the natural environments of the country* Really 
it is difficult to think of any aspect of Indian ©c^onomto life which is 
not directly or indireoily influenced by the natural factor. 

2* A few Geographical Facts about India—Siae, Location, etc« 

Tie first thing that strikes one is the vastness of the size of the 
country and its continental dimensions. The total area of undivided 
India was 15,74,000 sq. miles. Out of this Pakistanis share is 
3,65,000 sq. miles and that of the Indian Union, including Hydera¬ 
bad and Kashmir, is 12,00,000 sq. miles which represents more than 
3/4ths of the total area of the undivided country. Even now the 
total area of India is 12 times that of Great Britain. India can 
contain within itself France, the U.K., Belgium, Holland, Germany, 
Denmark, Austria, Hungary, Switzerland, Spain, Portugal, Italy 
and Rumania, It is not only in size that she is big, she is the homt 
of ona-fifth of Ihe human race, fheis thus not a country but « 
continent. 

Besides, India is a country which presents all types of contrasts 
Some of her regions are rainless, there are others which get the heaviasi 
rainfall in the world. Her climate varies from the icy cold or tern 
perate to the tropical. Malabar, with its tropical luxuriance, is i 
marked contrast to some treel‘«>s8 plains in East Punjab. Densitj 
of population varies from about 49 persons per square mile ir 
Kashmir to 953 in Cochin State. Sandy deserts of Rajputana &n 
a contrast to valleys like Kashmir, 

But there is a unity underlying all this diversity. This diver 
Bjty enriches our economic and social life and it places before «i 
vast and almost unlimited potentialities of developing an eoonomh 
life of infinite variety and richness. It is, therefore, a welcome con 
trust. 

India’s geographical location is exceptionally favourable. 8h 
occupies a central position ni the Eastern Hemisphere. She i 
equally distant from the West through the Suez Canal, and from th 
Far East, as also equally distant from Australia and Africa. Sh 
thus undoubtedly occupies an excellent position for purposes of trades 
Nature obviously meant India to serve as a distributing centre fd 
a large volume of the world trade. In short, India seems to b 
marked out by nature to be a big and important country. 

^ 3. Three Natural Divisiona. There are three well^markec 
natural divisions of India : (1) the Himalayan region ; (2) the Indo 
Gangetic plain ; and (3) the Deccan plateau with eastern and westerj 
coastal strips. 

India is bordered on the North by the Himalayas--a oontinuou 
rang© of mountains 1,600 miles long and 100-260 miles broad. 1: 
their height, they have no parallel in the world* Their highei 

J leaks are Mount Everest over 29,000 ft., Kinchingjinga nearly 28,00 
t., and Dharsladhar 27,000 ft. They have more than 140 peiA 
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higher than Motiat Blanc which ie the highest peak of Europe*^ The 
Kimalayafi eomtitute almost a continnoua defence wall, baring only 
a few passes, few of which are less than 7,000 ft* high 

The Himalayas are a big and valuable gift given to ns by nature. 
This mountain range gives us rain; it is a mysterious fonroe and 
feeder of numerous fertilissring rivers and streams* and it has an im¬ 
mense influence on the meteorological conditions of the country. It 
tones down the high temperature of our plains; it obstructs the cold 
dry winds from the North: it shuts the fertile and rich plains of 
India from the unwelcome aiid greedy gaze of hungry prowler# 
ranging abroad; its wealth of forests and pastures is simply priceless. 
It has given us valleys like Kashmir, which is a veritable heaven on 
earth* 

The influence of the Himalayan range on the economic life of 
the cjmintry cannot possibly be exaggerated* But it is not merely 
a physical barrier between India and the count lies beyond, it is also a 
social and cultural barrier, and it has made the Indian civilization 
uni<pie* Such is the significance of the Himalayas to us. 

4. Tlie Indo-Gangetic Plain* Another striking and important 
feature of India is the Indo-Gangetic plain with its alluvial and 
fertile soil and its unfailine river system. It is one of the biggest 
level plains of the world being about 1,600 miles long and 160 miles 
broad, it is literally composed of the “dust'' of the mountains.^ 

It is almost an uninterrupted level plain stretching from the 
Indus in the West to the delta of the Ganga in the East. The 
western part is arid and dry, and as w© move from the West to the 
East, through the Punjab and the U. P., to Bengal, wheat and sugar 
fields give place to bamboos, palms and plantains ; and further East 
Assam is the home of thriving tea industry. The eastern part is 
greener, more picturesque and hks an abundance of water. 

This Indo-Gangetio plain is the richest source of the crops that 
India grows. It iff here that flourishing agriculture is carried on to 
feed our industribs with essential raw materials. The alluvial soil 
has made it possible for a splendid system of irrigation to be deve¬ 
loped here. It was the richness of this plain that attracted Aryan 
hordes from Central Asia. The Gangetic plain is said to be the seat 
of the ancient Indian civilization. Livelihood here was earned with¬ 
out toil and man had leisure to turn to art and literature. It con¬ 
tains regions of very dense population and has given rise to big, 
prosf^rous and important cities. We can gauge the importance 
of this plain to Indian economic life from the fact that India is 
predominantly an agricultural country and this plain is the seat 
of Indian agriculture. The three rivers, the Ganga, the Indus and 
the Brahmaputra, that flow through It, are a great national asset. 

5. Tlie Deccan. The Southern natural division of India, called 
the Deccan, is rocky and broken. These are said to be the oldest 

8e© B Bub©y---ij?coSiiwn?c 

e* HouldemeSs, T. W.— FeopU and Prabkms oj India, 1923, p 34* 
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Indifiil rooks; they were there when the rest of India wm supposed 
to be under water; the average height of the plateau is 2,000 ft, above 
the sea level. The higher western and eastern edges of the plateau 
are known as the Western Ghats and the Eastern Ghats, The West** 
ern Ghats are steeper. They rise to an average height of 4,000 ft. 
after leaving a thin strip of plain along the coast. The Eastern 
Ghats are, on the other hand, steep and less high and leave a 
little broader plain along the coast line. Most of the rivers of the 
Deccan rise in the Western Ghats ; those that flow towards the west 
are short and fast, and those that flow towards the East are longer 
and flow a little slowly. 

It is in the Deccan that black cotton soil occurs, which, in the 
valleys, is particularly fertile. Many a rich crop is grown here. The 
deltas of Krishna, God a vary and Cauvery are very productive. To¬ 
wards the extreme south, m Malabar and Tanjore, we meet with 
tropical luxuriance. This ancient part of our land has made no 
mean contribution to the infinite variety and richness of our 
economic life, 

6. Climate. One of the most important factors that influence 
the economic life of a country is the climate. The distribution of 
natural vegetation, the fauna and flora, the working capacity of 
man, human wants, and the location and distribution of industries, 
are some of the consequences of the climatic factor. 

India, as a whole, has a tropical monsoon type of climate. 
However, India can be divided into a number of climatic regions on 
account of the differences in the distribution and season of rainfaQ 
and the effect of altitude on temperature. 

Thus India has a cool climate in the hills and the extreme 
North, but hot and dry in the plains, with a wide range of 
temperatures varying from in some parts in the North ahd 
1 and above in places like Bhatinda in East Punjab and hot and 
moist in the South-West with temperature more or less uni^ 
form. In some parts even the daily ranges in temperature, humidity 
and pressure are quite striking. All the same, India has a climatic 
unity. 

We owe it to our climate that we can grow such a large variety 
of crops and lay the foundation of many a prosperous industry. It 
is our climate which makes the goal of economic self-sufficimicjy 
appear within our reach, if we wish to pursue it. But Indian climate 
is said to have an enervating influence on the human system; it 
makes the people listless, lethargic and incapable of a vigorous aUd 
sustained effort. It is said that a tropical mind is a sleepy and an 
inert mind. But we should not exaggerate this adverse influence of 
our climate and attribute our economic backwardness to it, Jt i« 

' under a similar climate that Indians in ancient timei reached the 
pinnacle of glory in the realm fof art and literature, medicmCy trad© 
and industry, etc. For the causes of our economic« baektrardness, 
therefore, we must look elsewhere. 
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^ 7« Rainfall Tbe importaaoe of rainfall io an agrinnJtiitai 
country like India can hardly be exaggerated It is not for nothitif 
that an Indian peasant in a difficulty always looks above for relfet* 
2]he God of an illiterate Indian is supposed to resiJ© in the clouds. 
Rain must be timely, it must be sufficient, but not too much, and it 
also must be evenly distributed. Failing any of these things, the 
Indiain farmer faces misery. Indian rainfall is said to show all the 
vagares of an oriental potentate. W© must understand that failure 
of nature in this respect may spell ruin to millions of people who 
depend upon agriculture. But it is not only the agriculturists who 
suffer. Failure of crops means curtailing of demand for goods ; it 
means depression; it results in the reJuotion of Government revenue, 
which, in its turn, means contraction of Government activities and 
retrenchment. The effrcts are very far-reaching indeed and per- 
meate the whole of our economic life. Sir Guy Fleetwood Wilson 
(©X-Finance Member) described the Indian budget as gamble in 
the rains'’, and he was perfectly right. 

The rainfall in India shows considerable variations ; and its 
distribution is very unequal throughout the country. The average 
annual rainfall varies from about 10 inches in Hissar (Fast Punjab) 
to 460 inches in Cberrapunji. There are regions of very heavy rainfall 
like Assam, Eastern Bengal and W^estern Ghats ; there are regions 
of precarious rainfall as in East Punjab, Bombay and the U.P.; and 
then there are regions of deficient tainfall or drought as in some 
Southern parts of East Punjab, Sind and Rajputana. 

Most of the rain in India comes from the monsoons: the Arabian 
Sea monsoon, and the Bay of Bengal monsoon ; and they are the 
cause of 90 per cent of the rainfall in India, Indian rainfall not only 
varies from place to place but the intensity of the monsoon varies 
from year to year. Out of a cycle of five years, it is said, one 
is good, one bad and three neither good nfir bad. In one year 
the current may be too strong and cause floods, and in another year 
it may cause drought. But a remarkable feature of our rain¬ 
fall is that it is seasonal. London, for example, gets 24 inches of its 
annual rain in 361 days in light drizzles leading to considerable sink¬ 
ing, while Bombay’s 71 inches come in 75 days only.^ Thus most 
of our rain-water coming in torrents is washed down and wasted. It 
leads to soil erosion and floods with all their disastrous consequences* 

Apart from the fact that India has got a certain season of rain¬ 
fall and it mostly falls in summer months, some rainfall also occurs 
in winter especially in the North West These winter rains are very 
useful and essential for winter crops like wheat. I'ailure of these 
rains is no less a cause of famine in India than the failure of the 
summer monsoon. 

8* Season. Seasonal variations have an intimate bearing oi| 
economic life. Diet and dress depend upon them. They are, therefore, 
of no slight importance in determining the demand for agricultural 

R —Economic Geography of India^ 1941, jT, 2.(aj. 
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«iid ioAfntriflJ goods. Agfioaltaral piodaotiott, too, deptoidi tm. 
seamwl, 

Ttiere aro threo weli.marked eeasons in Indio with a ebott pa4od 
of transition interToning between them. We have winter fiNtm 
November to Febroary, which is comparatively diry and raial^, 
though Fast Punjab gets rain in winter too ; next there is the hot 
dry summer from April to June, March being the transitional month; 
then follows the rainy summer eeason from July to S^tembor, 
October being the transitional month. There are some variationi 
to be met with as between the North and the South and the Bast 
and the West. For example there is a mnoh greater severity of 
seasons in the North than in the South. 

9. Soib. Indian soils can be broadly divided into three 
classes:— 

(J) The AUuvial Soil. It occurs in the Indo-Oangetio plain, 
the coastal strips of the Eastern and the Western Ghats and the 
Summer Valley in Assam. The total area of alluvial soil has been 
estimated at abont 3,00,000 sq. miles. It is soft, deep and porous 
and can retain moisture. It has been fertilized by the washings of 
the rivers and it is consequently suitable for growing a large variety 
of crops. 

(2) The Deccan Trap Soil. It covers practically the whole of 
the Pecoan and has an area of roughly 2.00.0U0 sq. mQes. A greater 
part of Bombay Presidency, the whole of Berar, western C.P. and 
Hyderabad show this type of soil. On the hills the soil is thin anA 
hence poor and unproductive ; but down in the valleys of the riven 
it is deep and remarkably fertile and can grow a riob variety of- 
crops, especially cotton. Being retentive of moisture it renders 
irrigation practically unnecessary. 

(3) The CryataUine Soil. It occurs in the whole of Madras 
Presidency, south-east of Bombay Presidency, Orissa, Oiota-Nagpnr, 
the major portion of the C.P., half of Hyderabad, Central India ami 
some distriots of Bengal and the U.P. This soil is also called laterite 
as it lies adjaeent to Scterite rocks. Where rainfall k favourable or 
irrigation facilities are available, it yields a fairly large number of 
good crops. It shows wide variations of depth, oonsutency and 
fertility. 

In addition to these may be mentioned the desert soils whinfa 
occupy large tracts in Bajpntana and South Punjab. Then 
are the alkaline soils known as Reh or Kalar in East Punjab. 
They “have a high degree of impermeability and “stickiness" to¬ 
gether with high alkalinity and frequent presence ol large exeme of 
free salts." They are poor m nitrogen and humus, hence unsuitable 
for crop growing without supply of chemical fertilizers. 

In recent years considerable work has b®''n done in the olossifi. 
cation and investigation of soil productivity. At the Impe^k] 
ilgricultural Institute at Delhi a soil map of Inaia has be^ pri^peted 
and an alldudia sdreme cd sdl survey has reoMitly been huuMKied. 
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Lfte otfaior Indian aoonomio problems, the problem of In^m 
soil, too, is fMooliar. Oar soil is dry, whereas the soil in many other 
oottntries is damp* Elsewhere, therrfore, it is reolamation which 
ctaims the attention of governments, whereas irrigation is more 
hnpfSTtant here* 

! Vi* Forest Ilesotiroes* India has got a very valnable asset 
in ter vast and varied lorest wealth. The total area under forests 
in the pro^noes of the Indian Union is 86,269 sq. miles and in 
those dr Pidcistan 8,336 sq. miles. Only 13 per cent of the total area 
of the country is under forests. The ideal proportion to meet ade¬ 
quately the needs of the people is considered to be 20 to 26 per cent* 
As against this the forest area in the U P. is only 5 per cent, in East 
Punjab 6 per cent, Bihar 2*6 per cent, Orissa 6*2 per cent. The 
idrest area in Madras is 12*2 per cent, and in Bengal 14 per cent, 
whiob also are inadequate. Only in Assam it is 38*6 per cent and in 
the O.P. 19*7 per cent, and in these two provinces, therefore, the 
portion may te regarded as satisfactory. 

The main types of Indian forests are 

(а) Littoral forests to be found on the sea coasts ; 

(б) The hill forests whose variety depends on the rainfall and 

elevation. They are to be found on the Himalayas, and 
the principal species are oak, pine, deodar, magnolia, etc.; 

(c) The everwgreen forests, which occur in the r^ions of heavy 

rainfall; they consist of bamboos, palms, rubber, etc,; 

(d) Deciduous forests to be found in 8ub*montane tracts consist* 

ing of sal, teak, shisbam, etc.; 

(el Dry forests in East Punjab, Bikaner, etc., consisting mostly 
of kihar and other trees having thorny leaves. 

U^ty of Forests. Indian forests are a great national 
aaaet. Their utility to India is undoubtedly very great. They are 
Nature's insurance against floods. By preserving moisture they 
lesaen the (severity of drought. They also regulate the air cur- 
mots. They add to the beauty ol the countryside and improve 
the sanitary oonditions. Their influence on climate is very whole* 
scone. 


Apart from these indirect economic benefits of the forests, 
there are several direct economic advantages too. The forests supply 
timbw for building purposes and firewood for domestic and indus* 
trial purposes. They also provide raw materials for important 
industrioi like paper, match and lac. Besides, they yield 
several other valuable substances such as bark for leather tanning, 

f am. dyes, drugs and some food products from roots and fruits. 

'hey provide grazing grounds and fodder for cattle as well as shelter 
far bird and oeast. h'orest leaves are used as manure. 


The for^ produce is usually divided into two categories: 
amjOT products and i»i) minor products. The major products 
s|e thpber sod fire ^ood, The ♦oW Thlue of the yeady prodoqtioil 
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oftimbor and fM-vood haa been estimated at S75 mfttuMi 
eubio feet aad of timber alone nearly 290 million cHibio feet. 
important timoera are sal, deodar, teakwood, rosewood, lodilHl 
mahogony, sbisbam, There are about 30 varieties of timber in 
the market, each having about a dozen reoogoized gnu^. f to 
timber is largely used fur building purposes, in the oonstniotion oi 
railway oamagea and for sleepers, for building bodiei of bases and 
for m aki n g furniture and agricultural implements. 

Among the minor produce are inoluded lac, rmin, torpentioe, f 
essential oils, tanning materials, bamboos, grasses and herto Tto 
Indian paper industry uses bamboo, ulla and sabai grass for mak* 
ing diderent kinds of paper. It has been estimated that 35,000 tons 
of bamboo pulp and ^,000 tons of sabai pulp are consumed in tUa 
connection. A large quantity of timber is used for making splinters 
and boxes for the match industry. Of lac India has praotioAto a mono- 
poly. It is largely obtained from Central India, Oiissa, Bdiar, the 
G.P., Hyderabad and central Assam. Of the total output neaxit}'’ ^ 
cent is obtained from Chota Nagpnr in Bihar. Abont 98 per mmt of m 
total production is exported abroad, the U.S A., the U.JC., Ctormany 
and Japan being our principal customers. Shellac, manofsctared 
from lac, is utilized in the making of gramophone records, varnish 
and insulators. Kesin, which is obtained from pine trees, is manu- 
fajiured into resin and turpentine oil. Beam is used in paper mak* 
ing and soap making, and turpentine oil for varnish and medicinal 
purposes. Myrobaian is one of tbe mos useful trees. It is espedlai* 
ly useful in tanning and dyeing, its wood is exported to sevetnl 
European countries. Bc^nU pods, mangrove, barks and Tormd tMuto 
are also used for tanning purposes. Our resources in bamboos,! 
which are now a principal raw material for the Indiiui paper iadoi* ^ 
try, are almost inexhaustible. 

Only a part of our vast forest wealth has so far bemi put to 
economic uses. M^st of tbe forests are inaccessible. of 

cheap transport is the chief obstacle in the way of eoononuo ex> 
ploitatio" ef our forests. The partition of India baa furthw added 
to these diffioulties. Timber can be cheaply floated down the riveft 
but the rivers by which timber ooidd come from Eashmir ata 
in Pakistan. Thus our forest wealth in Kashmir toa now toon 
bottled np. 

In recent times several types of mtnor forest produce have aasan* 
ed great eoonomie importanoe. Eor example, sai^hwood oil is tUNni 
in perfumery and nuwgosa (aestn) is used in making soaps speeito Ipr 
skin diseases. There are several herbs and drug plants wbiob are 
being extensively used for preparing medicines. 

The Forest Besearoh Institute at Dehra Dun is doing vahtAbls| 
work in discovering uow uses for our forest wealth. At presenk tint 
most important problems that are engaging its attention to tim S ^ 

use of wood for produotng oueap printing paper, diseovery of suila* f 
Ito wnod for aixuruA praduction and ussfo] m bat^i^ 



1$ 


ENDIAN immmm 


mi miitabta woods for oleotricaJ purposes. Some progress has 
Already been made in these direc^ns, Co*ordination between forest 
exploitation and industrial planning is essential, if we are to make 
ib0 bast we of the vast and varied forest wealth of ours. 

Indis. is far from self-sufficient in timber. In 1939*40 it im- 

S orted timber worth more than Rs. 2 orores. The World War II 
emonstrated pur pitiful dependence on foreign sources for timber. 
Ibere is a vast difference between what can be and what is. It is 
a sad commentary on our ability to use our natural wealth. 

12. Forest Policy. For a long tkw reckless destruction of 
^ Indian forests continued. It “deprived the peasantry of wood for 
i ftiel and for building cottages, exposed agriculture to greater risks 
' of drought, flood and soil erosion, and, on the whole, resulted in 
sterilisation of the soil/’^ It was not realized that the preserva* 
tion of forests or their scientific management was highly conducive 
to the ecouomio and physical well-being of the country. This realiza¬ 
tion dawned on Government about the middle of the last century, when 
steps were taken for tbt setting up of forest departments. In course 
of time Central and Provincial forest departments were established. 

The Forest Department controls more than one* tenth of the 
area of British India. The forests are classified as reserved, porteot- 
ed and unolassed. In the case of reserved forest areas, the Govern¬ 
ment exercises very strict control. In the case of protected areas the 
public has greater freedom in their use. In the unclassed areas the 
Government control is the least, and these areas are also not sub¬ 
jected to scientific management. This classification of forests is, 
however, defective. A better classification from the economic point 
of view will he something like : (a) areas that supply timber and 
fuel) (i?) areas useful for fodder ; and (c) areas that can be easily 
converted into agricultural lands. 

The old forest policy in India was announced in 1894 and was 
based on the following principles : (1) That the retention of sufficient 
forest area fo preserve the climatiq and physical conditions of the 
eojuntry Is a matter of primary importance ; (2) that the need for 
Wouring sufficient forests for the general well-being of the people 
comes next; (3) that cultivation is of greater importance than 
forestry, but permanent cultivation must not reduce forest lands 
below the prescribed minimum ; and (4) that revenues should be 
realized to the fullest possible extent but only after meeting the 
requirements of the rural and the local population free or at con¬ 
cessional rates, For practical purposes the chief concern of the 
Government has been to increase the revenue as Sir Jogmdra Singh, 
Member for Agriculture, Government of India, admitted in 1946. He 
said, “Too often forests have been looked upon as a source of profit 
which must be tapped as quickly as possible/* A more positive 
policy it needed. 

Foiesl policy has botir social and economic aspects. It has to 
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togiskte on the rights of the users and also deal mth silTioultiire, 

grovring trees in the most economical manner. Besides pro- 
vWing for stability in forest finance and uniformity of administration, 
the right fcreat policy must provide for (1) the supply of forest 
produce to the mass of the local consumers ; (2) the protection of 
land trom erosion, floods and unfavourable climatic influences ; (3) 
the preservation of timber for building construction generally ; this 
and (4) the production of raw materials, both timber and other forest 
products for industries using wood. At present Indian forests are 
insufficient to meet these needs. A determined effort should be 
made to develop forest industries, like charcoal makinsj^, lac culture, ( 
making of resin and turpentine, preparing dyeing and tanning mate¬ 
rials etc* Besides yielding income, they will incidentally reduce 
pressure on the sod. As the forest area in India is inadequiite to meet f 
our requirements, it is necessary to launch extensive afforestation 
schemes. Afforestation is also badly needed as an anti-erosion * 
measure. 

13* Mineral Resources. A wrong impression seems to prevail 
among our people about our mineral resources. Some people seem 
to have an exaggerated notion of the quantity and quality of the 
minerals produced here. Let it be said at the very outset that our 
mineral resources are not so vast or unlimited"as is sometimes sup¬ 
posed, But it is not to be supposed, on the other hand, that India’s 
mineral wealth is scanty or meagre. Even in this respect we occupy 
a fairly respectable position. 

We have plentiful ores of certain minerals, e. g , chromite, 
iron, oyanite, magnesite, manganese, mica, monazite, talc, titonium 
and zircon. We are more or less self-sufficient in arsenic, glass, sand¬ 
stones, barium, bauxite, beryl, clays, cobalt, dolomite, feldspars, 
graphite, gypsum, limestone, nitrates, phosphates, salt, strontium, 
tungsten, and vanadium. But we are detinitely short of, or totally 
lackrng in, asbestos, bismuth, borates, bromine, cadmium, china clay, 
copper, fluorite, gold, iodine, lead, mercury, molybdenite, nickel, 
platinum, potash, radium, silver, sulphur, tin and zinc. 

The partition of the country has not appreciably affected its 
mineral position. Pakistan’s share inoludcs some petroleum, a 
negligible quantity of coal though a considerable share of d^roxnite 
and gypsum. She has none of the important minerals like iron, 
mica, copper and manganese. 

A weakness of the Indian mining industry is that the mineral wealth 
of India has not been fully and soientifioally exploited nor have the 
mines been worked exclusively for India’s benefit. They have been 
largely worked for export purposes. This is not a wise policy, for 
it will lead to the depletion of India’s mineral resources for the 
benefit of the foreigner. Our tariff policy must be directed towards 
discouraging of the export of metallic ores and retention of key 
minerals inside the countiy for the use of our own industries. 
We have alen no* tried so mr to dfecovier snbMitfutes for min^alii 
we lack. 
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The avemg^ annual value of the minerala produeed exceeds 
Es, 40 crores. Among the chief minerals produced in the oonutry are 
coal* iron, manganesci copper, gold, silver, lead, mica, chromite, etc. 
Even sulpjbur is now avi^ble. A brief account of the important 
minerals is given below. 

irm ores. Some Indian iron ore deposits are considered to 
be f^e richest in the world, containing 60 per cent metal. In the 
British Empire, India is the second largest iron ore producing country. 
**Next to the tl S.A. and France, India has the world's largest 
reserves of iron ore.*' They occur in Singhbhum, Keonjhar, Mayur- 
bhanj. Bengal, C. P., Mysore and the Himalayas. It is estimated 
that they contain about three thousand million t ns of iron. The 
Imperial Mineral Besources Bureau think that inexhaustible iron ore 
deposits lie in Salem and Nellore Districts of Madras Presidency. 
The annual production of iron ore is nearly three million tons. In 
1946 it was 2*4 million tons nearly. 

We are very fortunate in this that our iron ore deposits are 
situated in close proximity to the coal mines. So we are in a 
position to produce pig iron at a very low price. All iron ore 
deposits lie in the Indian Union and none in Pakistan. 

MungamsL It is a very useful material and has been called 
the }ack-of*all-trades.** It is required for enamel, porcelain, 
chemicals, plastics, varnish, glazed pottery, dry batteries, and what 
not. But its biggest consuraer is the steel industry. Because our 
steel industry is not yet fully developed, most of the manganese 
produced in India is exported. Next to Russia, India is the largest 
producer. In 1946, the production was 266,(W> tons nearly. The 
Indian iron and steel industry is able to consume only 60,000 tons 
in a year, Nagpur, Balaghat, Bhandra and Chhindwara districts in 
the C.P., some parts of Bombay Presidency, Mysore, Madras Presi* 
dency, Bihar and Orissa are the chief places of its occurrence. It is 
not to be found in Pakistan. 

Capper, It occurs in Chota-Nagpur, Singhbhum, Rajputana, 
Sikkim, Kulu and Garhwal, and none in Pakistan. From the extensive 
tracings of old workings, it can be inferred that there was a Bourish- 
ing copper industry in India in the past. All the deposits of copper 
are not workable, because some of them happen to be soatlerra in 
the form of grain. India’s contribution to the world copper supply 
is indeed very slight. 

Copper mining is largely confined to the copper belt of Singh* 
bhnm (Bihar) extending for 80 miles. At the end of 1938 the copper 
ore reserves were estimated at 850,300 short tons with an average 
oemtent of 2*88 per cent metal. In 1946 the output was 363,0% 
Ions. 

Gold. In small, almost insignifioant, quantities gold is widely 
dlilribnted throughout India where it is obtained by wash ing the river 
sands. But the Kolar Gold fields in Mysore is the only important soufce 
fiMilihif mnmify about 340,<KK) oas. Other fields are tbfMo of RtMl 
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in Hjdembad (^«oan) yielding gold nvith e million steding» 
and Anantapur in Madras yifdding three^quaxtero of a million ater< 
ling i bat these a<e mnoh less produotiTe. The totol production in 

was 132,000 oe. nearly. 

Sitvar* far from being a producer, India is the largest oon* 
sumer oi silver in the world. Only a small quantity, 26,000 oz., 
is got from the Kojar Fields. Her annual imports of silver are of 
the average value of £10,000,000. 

Lead, The lead ore deposits occur in Madras, the Himalayas, 
Bajputana, and Manbhnm and Hazaribagh in Bihar. But the total 
production of lead is almost insignificant. 

Mica. Mica deposits occur in Ajmer, Travancore, Mysore and 
Hazaribagh in Bihar producing about SO per cent of the total pro¬ 
duction and Nellore in Madras. Mica is extremely useful in the 
making of electrical goods. India has practically got the monopoly 
of mica in the world, producing about 76 per cent of the world’s pro¬ 
duction ; nearly the whole of it is exported. In 1946, the total 
output was nearly 129,000 cwt. 

Chromite. India is well bleesed by nature with chromite 
deposits. It is an important mineral used for war purposes, and up 
to the last war it was mainly used as a refractory material. As we 
are still industrially backward, there is very little home demand for 
it. The Mysore State is the largest producer, other centres being 
Singhbhnm, some parts of Bombay and Madras. Our average 
annual consumption is 6,496 tons. Nearly half of the total quantity 
of chromite is to be found in Pakistan. But with the manufacture 
of aeroplanes and motor-cars, India will be using more and more 
chromium. 

Otker Mineral Products. Besides the above minerals, India 
possesses deposits of several types of clay having a high degree of 
plasticity, which are useful for making pottery, tiles, pipes and high- 
grade porcelain. China clay deposits are to be found in Uppiv 
Oondwana, Bengal, Singhbhum, Mysore, Delhi and Jnbbulpore. Fine 
clay of a high refractory quality is also available. 

Then, there are various kinds of sands available is 
several localities in the U. P. and Baroda State, and they are veiy 
suitable for use in the glass industry. 

We have got extensive and rich deposits of aluminium bauxite 
occurring in Assam, C. P., parts of Bombay and Madras Presidendea. 
But we ^ve not tried so far, to any considerable extent, the rednotion 
of bauxite into its metal aluminium. 

Oux sources of salt are also very considerable. Salt is obtainad 
from sea water in Madras and Bombay Presidenmes, from lakes in 
bbe interior, like tiie Sambfaar I«eke« The yrhede of ^e rock mH i| 
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to b© fottod in Pakistan, Sait is a highly material for tbo 

makieg of chemicals. * It is uoiTersally in demand ior human and 
cattle consumption. 

14* Review of the Mineral Positioii. India is the largest producer 
of micm. Her iron ore is of the richest quality and with the possible 
eajception of Brarih her resources in iron ore are the largest in the 
world. She is the second largest pioducer of coal as well as iron and 
steel in the British Empire, High-grade chromite is produced in large 
quantities in Baluchistan, We can safely conclude that our mineral 
resources can be counted upon for giving a fairly strong support to 
any scheme of industrialization that we may launch However, from 
the distribution of minerals it is quite evident that important 
minerals are mainly to be found in the north-eaatem part of the 
Deccan plateau. Here they are msinly to be met with in the pro* 
vinoes of Bihar and Orissa. As a result of this factor, there 
is a great future, so far as indu8tria‘i2ation is concerned, for these 
provinces Nevertheless the concentration of these minerals in the 
north-eastern comer of the country is likely to hinder the rapid 
industrialization in other parts as minerals on account of their hulk 
cannot be easily transported to distant regions. Most of the ores are 
being exported in a raw form at present, and we are not, there¬ 
fore, making the best me of them. As industrialization gathers morae- 
entum, many deposits which are of little value now will assume im¬ 
portance. When a reasonable amount of our immense potential 
mineral wealth is worked up we can visualize India occupying a 
leading position in the world. Now that ve are free we can expect 
that we shall be able to pursue a rational and planned mineral 
policy and put India soon prominently on the industrial map of the 
world. One thing must be done immediately, viz., to stop the export 
of minerals in the raw state and instead put them into manufacturing 
processes at home. 

^ 15^ Power Resoiirees. Supply of cheap power is one of the 
most important requisites of industrial prosperity. India aspires to 
a high class industrialism. Let us see, therefore, whether she is 
properly equipped from the point of view of power for running the 
industrial machine. 

There are several sources from which energy can be generated, 
namely, wood, wind, water, alcohol, oil and coal. Wind, which 
is being extensively used in the Netherhnds, in Europe, has not 
been made use of here so far. Alcohol may be produced in large 
quantities as a by-product of sugar industry, but at present it is of 
little importance as industrial fuel. Wood is a lairlv important 
source and was put to considerable use in the But its chief 

result was reckless destiuotion of the forests, s m 1 the industri¬ 
alists had to look elsewhere. We are therefore left with petroleumi 
coal and water^powei resources. 
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16 * PMiNklMiin. Althoagh annot^g themiiaMn^ pro^tiosd |b 
I ildf» petrolaom ooeopiei qnite an important |^bon in taraUi of 
viz.. Ilia flftii, 7«t the qaaptity prodaped ia utterly Ijosiif^oient tq 
meet her requh^ments. India’s capacity to pondaoe it is iroo||^ 
5% of her needs. About 300 million gallons of petroleum are impm^C* 
ed every year. As a result of the partition, we have lost to Pakistan 
one Bouroe of supply, tiz., the western wing of the Himalayas, and 
we are now left only with the eastern wing in Assam. Of the total 
produetimi of 07*6 million gallons in 19i4, India’s share was 82.3 
millicm gallons and that of Pakistan 15*2 million gallons. In this 
region there are three important oil omttres, v«s, Digboi, Bappapung, 
and Hansapung. Petrol, jute, batching oil, Inbrioating oib, paraffin, 
wax and low ^ade kerosene are the principal prodnots of the Assam 
fields. The ^nffioienoy of mineral oil in India can, howerer, 
made np by the iwodootion of synthetic fnel oils fim sngareaas 
azkd oil-seeds. About a quarter million tons of molasses are ev«ry 
year thrown away by sugar factories and this, mm well be utilised 
tor the manufacture of alcohol which, when mixed with petrolenai, 
forms excellent fuel power for automobiles. 

17. CmI. As a. Zimmerman remarks, “Ooal im'res modem 
industry in several basic ways : in the form of ooke it is indispesh 
sable to the mass production of iron and steel; it is an important 
raw material of the chemical industry, and it is the most potent 
single factor determining the location of manuffioturing industries. 
In spite of the growing importance of its more spectacular rivids, 
especially petrmeum, coal remains the chief energizer of modem 
industry and continues to provide most of the power required to 
move overland the dry bulk commodities of present-day world 
commerce. At the same time it is the biggest pay load carried by 
rail, roads and ships. Modern machine civilization thns depemb tm 
coal as on no other commodity.” ^ 

Although Indie is the second largest ooal-prodooing country in 
the British Empire and ninth in the whole world, yet oonsidming 
the continental dimensions of the country, onr coal resources are 
extremely limited nor are they satisfactorily located. The quality 
of our <x al is very inferior on account of its high ash content and 
the presence of moistnre. Also the coal depots are rorj unevenly 
distributed. The problem of coal, therefore, is not one of prodaotkn 
but of transpmti. At present our industries are sufieriag from trans¬ 
port bottleneek. One-fifth of the coal raised in 1947-48 lay at the 
pit-head. Due to intermittent supplies Tata’s one blast Auttaoe had 
to be closed and the textile mills worked two shifts as against three 
during the war. In the same manner other industri^ had to stop 
work and production suffered. Our coal mines are neithST i^uated 
near the s(»-ooast as in England nor in the river basins as in Ger¬ 
many. Coal has, therefore, to be transported by rail and the cost 
is pi^bftive. 


1. Quoted by A. K. Sur to bis Naturvl B**w.n}e» ef Mia 48. 
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The otMfcl <tt|itpat is India in 1847>48 was %1 jpiUion tone. 
Platan's share i# barely 8,00,000 tona. In the U.S.A. it wae 456 
tone* Ova ftar eapUa oomramption of coal has been pot at 
H)7 ton aa against 4'75 tons in the X7.S.A. which shows how backward 
indostadal^ we are^. Jharis coal-fields accounted for a little less 
than 40 per cent and those of Baniganj for about 30 per cent. Nearly 
30 per cent was derived from the coal-fields of Bengal and Bihar 
alone, (jkxpdwana coal-fields supply nearly 98 percent. Thus almost 
onr entire coal supply is centred in one comer of such a big oountiy. 
Coal la a bulky article and the cost of transport to certain industrial 
areas, as those of Bombay and Madras, is simply prohibitive. This 
imposes a serious bandicsp on industries in those areas. 

We have been receiving in recent times repeated warnings of 
the probable exhaustion of our coal resources in the near future. Dr. 
<3. S. Fox estimated in 1934 the total resffirves of good quality coal 
at 5,000 million tons. 

The Indian Coal Committee, in 1987, estimated, however, that 
the reserves of good quality coal would last 123 years and that of 
coking coal only 62 years.* Another expert has recently remarked 
that even with the imposition of restrictions on the use of good 
quality coal, India will experience a shortage of ooai lefore the end 
of thia century.* 

It is possible that the geological surveys may lead to the die- 
oovery of some new deposits. The General Import of the Geological 
Survey of India for 1938 mentions the discovery in the Langrin area 
in Assam of new deposits of coal ore, the workable seam of which 
alone has a total reserve of 80 million tons. Dr. D. N. Wadia of 
the Geological Survey of India thinks it probable that a large extent 
of coed-bearing Qondwana rocks lie hidden underneath the great 
piles of lavas of the Deccan trap.* 

But it is safe not to count upon these probabilities. The situa¬ 
tion, as visualized by the exj^rts, calls for serious thought. It is, 
therefore, necessary to economize and devise measures to make our 
limited resources of coal last as long as possible. We find, on the 
other band, that we are very imprudently wasting our coal resour¬ 
ces. Good quality coal, as it is very limited in quantity, should be 
used only for metallurgioal purposes where inferior ooal cannot be 
used. But as against this sane method, we find that good ooal is 
being used for steam-raising purposes by railways and others. This 
is something very serious and calls for immediate attention. The 
bloat furnaces in Indio are at present designed for the use of un¬ 
washed good quality ooal. This must be rectified, and plants 
modified so as to be able to use inferior coal. In the meantime 


1 Wsdia and M. rchant —Our Economic Prohlem, p. S2. 

2 Vtdt Report, Vol. I, p. 6.1, 

3 Qee, K.R.—Records of Oeologioal Survey of India, Vol. UCXV 

Profersional Paper No. 11. ’ 

4 W adia, D, N.— Qeolofy of Jndta, 1039, p, 330. 
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eoma oib«r eooBomlo osee cf the low gra4e eoal oaa be <t9> 

oil, dlioooUte lexatiire, phenyl, eto., oen be produced oat of ooal W 
aerboaiza^Ht At present the biggest oonaamer of ooel is the rail* 
waye, ifbn end etee! industry being the second stud the two take off 
nearly 50 per oent of the total output of the oountry. 

A lot of wastage also results from our methods of working the 
coabminea. Mechanical appuanora for screening, leaning and lad¬ 
ing are used so a very small extent, and meehanisaiion of the 
nnde»roand processes has not made much progress. The Indian 
Goal Committee of 1837 remarked : “The ooa] trade in India has 
bemt rather like a race in which profit has always oome in first, 
with safety a poor second ; sound methods ‘fdso ran’ «ad national 
wdifare ‘a dead home' entered, perhaps, but never likely to start.” ^ 

It is thus necessary to strictly enforce measures tike sand* 
stowing for the conservation of our coal resources. It will be a great 
pity if we become destitute of coal while our iron ore resources 
are so vast. 

t8. Hydro-Electric Resources. We have seen that the power 
position in India is not satisfactory either from the point of view of 
wood or coal or petroleum. The Indian forests are maoeeasible and 
even otherwise forests cannot last long if only wood wme used as a 
source of power to meet the needs of modern industry. As for oeal, 
not only is the quality of Indian coal poor but the quantity, too, is 
strictly limited and it is unevenly distributed. Petrdkmm too, is 
insufficient. But if nature has been niggardly to India in coal mr 
oil, she has been almost lavish in her gifts of bydro>eie«trio resour* 
ees. There are immense possibilities for the development of hydro* 
electric energy, especially m regions distant from the ooaUmines, 
Nature seems to have marked out in India two district zones : The 
‘coal zone’ and the ‘water zone’. The potential resources of water* 
power in India have been estimated at 27 miliioa horse power. Bor 
every 1,000 feet of fall from the Himalayaa, seven great rivers east* 
ward i^m the Indus can produce three million horse power. This 
applies to other rivers too. 

Econmuc Bew^ of Eloetxicity. I^trioity Is a great 
boon to a modern community. It is at once the cause and symbcl 
of dvilization. inside the home it relieves a great deal of domserio 
drudgery. It gives better light and at less cost, and it is so 
convenient. 

To the industrialist it provides cheap power at a place mbit 
convenient to him and in units he needs. The cost of generating 
elebtrioity is estimated to be one-fourth as oompared with coal, oil 
orfiieL But besides supplying power, oleotrioity is essentia in 
many industrial prooesaes. Bor example, for maxing alaniiaiam-** 
the wbn|^r of the 20 th oMitury from bauxite— 

. Fide R6i)Wt^ Voi I. prso"^ ‘—— 4 * 
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iB indispeoMble for meltioglAe ore. As eleotrkifcy cm be eooncnnio* 
e% ttttnamitted to a distanoe of 250 roiles, it oao fooilitate laardk* 
iM^ed dupertal of industries from the oongeatod aod costly 
industrial omtfres to opw areas. It makes winter hot and sumnuHr 
cool and tiios oonsiderably improve labour effioiemoy. «j 

ISbotricity is espeolaUy benefioia] to the small indosi^IsliBta and 
rurul orafrsmmi. In Surat about 5/)00 looms, mostly owned by 
aztisuui, are operated by eleotrioity. In Japan and Switzerland smaU> 
soide indimtries are au run by eleotrioity. It oan, therefore, be 
ntiliaedi in India as a ^tent weapon for the regeneration of cottage 
and amaQ'Soale industries. 

In transport, too, eleotrioity can be of Jnoalouiable benefit. 
Already in India eleotrio trains run between Bombay and Kalyan. 
It has been estimated that the mitire power now utilized on Indian 
railways can be generated from a single project like the Kosi, 
and the Indian railways consume seven millioo tons of coal every 
year. 

In our rural economy electricity has a vital role to play. It 
can be used in lifting water from the wells and thus economize oattle 
Miergy. Already in some villages in Bast Punjab, the D.P. and Madras 
electricity is being supplied for this purpose. In France 96 per cent 
small farms, in Japan M per cent and in Holland 100 per cent farms 
have been supplied eleotrioity from central service stations.* The 
'tail water’ can be utilized for irrigation purposes. Hydro electric 
schemes have been thus linked with important irrigation projects. 
Seyend multiple projects are either under oonstruotion or investiga* 
tioh in India. 

Thus electricity is the foundation of the new Industrial Eevolu- 
tion. Statistics of world power produotion show that ooa! as a source 
of power is fast losing ground to oil and water-power resources. 

20. Present Hyd]ro««lectric Installations. India is one of the 

pioneers in the world in the matter of hydro-electric instaiiations. 
I%e first hydFO.electrio plant was installed at Darjeeliz^ in 1^7-98. 
Another hydro-electric project was oompleted in 1902 in Mysore 
State on the river Oauveiy and for some time it was the longest 
transmission line in the world. 

in Bombay PreSidenoy there are three eleotrioid installations 
managed by Messrs Tata Sons, viz., Lonvala, Andhra Valley and 
Nila Mnla, having a combined capacity of 240,000 h p. They supply 
diectrici^ to Bombay mills and el^trio trains at less than half 
anna per unit. 

In the South the Pykara Hydro-Electric Works (Madras) have 
a capacity of 90,000 h.p, in addition to 30,000 h.p. from the taO 
water at a lower site. It has the highest head plant in the British 
Empire. ^ the total demand for eleotrioity, 60 per cent comes from 
textile mills and 15 per cent from other industrial establishmaats. 
Then, there is the Mettnr Hydro-Eleotric Works which is oonsidem] 
to be ^ largest of its kind in the world. It has a oapaoity nf BOjOOO 

t, NandVaii aad Indian B irdt Prjblem, p, 170 , 
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lc.w. Otiimr iKibeme* opemtiog in BCMinMi are AnnoUej, SwrfeoRi 
and Mtuuur. The Pi^nasam Scheme competed in 1944 has ». mmi> 
oily of 21,000 k.w. PaUivaeal Project of l^ranoore State hM auo 
a simflat oapadty. 

The Mandi Hydro.Bleotrio Works in East Pnnjab have a 
oapaoity 118,000 k.w. a quantity more than sufficient to meet 
^e requirements of the present generation in Delhi and East 
Pnojab. Its 15,000 feet long steel mantled tunnel is a marrellons 
adhiemnent. 

In tbeD.P. there is the hydroelectric grid system, g< neraring 
power from the Danga Canal System and snpplying eieotrioity to 
the prinoipal towns in the province. Another installation is at 
Naini Tal. 

To Kashmir belonp the credit of haring completed the second 
bydro-eleohric works id India. Eleotridiy is generated at Baramnlla 
on the river Jbelum and the plant has a total capacity of 26,OM 
h. p. 

21. Review of Hydro-Electric Devdiopments and Fntani 
PossifnlitiM. In spite of her immense water-power resonroes and 
their strategic location, India has n }t been able to develop more 
than half a million kilowatts which represent 1.5 per cent of her 
water-power potential estimated to be 30-40 million kilowatts. What 
hampers the hydro-eleotrio developments in India is the seasonal 
character of her rainfall whioh necessitates the bnilding of costly 
dams to ensure continuous flow of water. Eieotrioity is yet unknown 
to the oommon man in India and its supply is confined mostly to 
urban areas and a few villages. Calcutta and Bombay having 
I per cent of the population of the country consume 50 per cent elec¬ 
tricity generated in India, and 50 per cent is consumed by riio re¬ 
maining 99 per cent of the population. Canada started developing 
her hydro-eleotrioity three years after the first plant was set up in 
India. But today her installed capacity is 15 times that of ours, cf 
the TI.S.A., 29 times and that of the U.S.S.B. 45 times. Sven com¬ 
paratively small countries like France, Switeerland, Normy, Sweden 
and Japan each has a capacity 5 to 10 times the installed oapamty in 
Indian India today uses in a year as much eleolrioal energy as the 
n.S.A, generates in a week. Over 42 per cent of this energy is used 
in the rities of Bombay and Calcutta while. If Ahmedabad and Kan¬ 
pur are iaoladed, over half of India’s total supply of energy to 
absorbed In four cities containing less than 1| pw cent of the popula¬ 
tion the ooutttry.^ The per eapita consumption of electricity to a 
pdtory 8"2 k.ir. in India as against 1,660 k. w. in the U.8.A., 1,944 
k. w. in Switsnrland, 2,100 k.w. in Sweden, 3,090 k.w. in Nmrway 
and 4,000 k. w. in Ca nada.* _ 

1. Whittaker. 1048 ed p. 7«fi. 
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Tbt> Cbtemtojont of India is now in dead earnest td oonveii 
OTO* “water into wealth”. A latge number of multiple projeoto are 
now mtheer under oonstruction or ia adranoed stages of planning. 
They will provide not only electricity but also irrigation, fiood 
control, navigation, fish culture and reoreation facilities and new 
‘p^es of pilgrimage'. Wnen ail these projects have been oompiet* 
^ additional electricity to the tune oi 14 million kilowatte will 
become available and India will rank as the third largest country 
in the world in this respect, next only to the U. S. A, and the 

V.8S.B. 

Th" following is the brief summary of new faydro>eleotrie 
developments 

The Radclifife Award threw East Punjab into an indnstiial 
deluge as most of the industries were situated in West Punjab. 
East Punjab is without coal or oil But rapid industrialisation is 
essential to place this infant border province on its feet. With this 
eM in view, two irrigation-cum-hydro-electrio schemes are being 
expedited, viz , the Nangal Project and the Bhakra Dam Scheme. 
The Nangai Project provides for a barrage across the Sutlej at a 
site about 40 miles from Eupar. The first power house is to be 
located at a distance of 12 miles from the barrage where a 98>fo >t 
fall will be utilkoi to generate eleotrioity. Another power plant is 
to be installed at a distance of six miles from Anindpur. The total 
power available from the two power houses in this stage will be 
1,40,000 k.w. It 13 proposed to add one more set of 24,000 k.w. 
in eaoh of the two power houses, brmgiug the total installed oapemity 
w 1,44,000 k.w. Toora is a possibility of constructing two more 
power houses, one at Eupar and the other a few milas down the 
Bb^ra canal, 1 eaoh capable of dsveioping 19,000 k.w. firm power. 
This project is expected to tike three years to complete and is 
estimated to cost Es. 22 crores. 

The Bhakra Dam site is about eight miles up the Nangai 
Beurrage. The Bhakra power houses will generate 1,80,000 k, w. 
The tail water from those power houses will feed Naugal power 
houses No. li|md 2. Bhakra Dam project will take about six years 
to complete ah 1 's estimated to oast Es. 70 ororea. 

The Nangai Hydel System will supply eleotrioity to 87 towns 
in East Punjab not only for lighting, heating and industrial purposes 
but also for tube-well irrigation m several areas like Ambala not 
served by canals. This will help in de-watering the watertbgged 
areas, supply this water iu dry tracts and create a proper balanoe 
between surface irrigation and sub-soil water level. It is also hi^ied 
that subsequently the trains ruuning between Delhi and Amritsar 
wiQ be electrified. 

In the U. P. preliminary expioratioas have been carried out 
in connection with two ambitious power projects in Darhwal 
IMirtaaot, »w., MaroraDam and Sam Ganga Dam. The former 
mivisugus the oonstruction of a dam aoross the river Nayar will 
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genQi^te 200|OW k*w. at Marota Dam and 32»000 k.w* at By«i§lia%. 
Th© ftohame willeost R», 24 erore»* Th© Bam Ganga projaat will 
have a peak production of 00,000 k.w, and from tbe tail water 
another 20,000 k.w- and will involve a total cost of R«* 110.61 
lakhs. The Sards Hydro-electric Project in hand at present will 
generate 41,400 k.w. and will coat about Rs. 7 crores. Ihe 
Mohammadpnr Power House, which has been almost completed, has 
an installed capacity of 9,300 k,w. The Betwa Power Project is to 
be developed in two stages* The first stage will consist of a storage 
dam at riprai on the river Naraini and the power station at 
Dhttkwari costing Rs. 1.31 crores and generating 2,6C0 k.w* In 
the second stage will b© constructed the Singhpura Dam whiick 
will cost Rs. 8 crorcB nearly and will take three years to complete^ 
It will produce 4,600 k.w. The Gogra Power Project will generate 
in two stages 800,000 k.w. The Kothri Dam Scheme in the 
Garnwal District is expected to produce 6,000 k.w, Ihe most 
important scheme contemplated is the Pipri Dam and Power Station 
Project, It comprises the construction of a dam across the river 
Riband near Pipri in the Mirzapur District, The power house wiB 
have an installed capacity of 230,000 k.w ; it will involve a total 
cost of Kb, 29 orores and will be completed in six years. Another 
major scheme is the Jamuna Hydro-Electric Project, It wBl generate 
40,000 k.w. in the first stage and 50,000 k. w. in second stage with 
the possibility of additional 47,200 k,w. and 72,800 k*w. respective* 
ly from May to October The Pindar Hydro-Electric Scheme will 
generate 40,000 k.w. firm power and 50,000 k.w. of seasonal power. 

The Kosi Project is the most important project in Bibar. It 
envisages the construction of a dam, about 760 feet high, aeroae 
Cbatra gorge in Nepal. The power plant at the dam site will 
generate 1.8 million k. w. at 60 p.o. load factor. The approximate 
cost of the entire project will be Ks. 90 orores. 

In Bombay a big hydro-electric project known as the Koyans 
Valley Power Grid is proposed. The site is at a distance of 40 
miles from Karad (M, & S M. Bad way) station in the Satara District, 
It will have one of biggest generating units in India, m., 
more than 260,000 k.w , and cost Rs, 25 orores. The KaJinandt 
Hydro-Electric Project that commenced work in Jani:pP5^ 1047 will 
make 360,000 k.w. available. 

In C. P. and Berar there are four sites for hydro-electric 
development which will be completed in five stages and when 
completed will provide 100,000 k.w, of continuous power or 
200,000 k.w. at 60 p* c. load factor. The total cost is estimated 
to be Rs, 20 orores. 

In Madras the Pykara Plant Extension Third Stag© was 
sanctioned in 1046 to meet increased demand for power in the Pykmm 
areas as well as the seasonal and emergency defioiencm of the Mette 
and Papanasam Systems. It provides for an installed capacity 
of 212,W k«w. and the estimated cost is about Rs. 2 cr<wes initial 
and Re, 3*6 orores at the end of the lOtb year^ The Sfoyar 
electric Bcheme is designed to utilize the tail water of Pykara Power 
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Hotue. Tbe Eamtt|ndasagar Project and the Kistna Power Project 
will also prodace some electricity. 

In Orissa there is a plan for the unified development of 
Mahanadi Valley. It comprises of three units, «< 2 ., tbe Hirafcud 
flam Project, the Tikarpara Dam Project and the Naraj Dam Project. 
The three units can be developed independently and still form in¬ 
tegrated parts of one plan for the whole basin. The Hirakud Dam 
will • halter the wild Mabanadi river” by a dam at about nine miles 
upstream of the town of Sambalpur, The project will generate 
350,000 k.w. and is estimated to cost Rs. 48 orores nearly. The 
flow of the Mach Eund at Duduma Palls can also be utilized to 
generate 100,000 k.w. 

The Demodar Valley Project is the most important scheme in 
West Bengal and will generate 3('0,000 k.w. It wiH cost about 
Rs. 66 crores. The Central Government have passed an Act for the 
formation of an autonomous Damodar Valley Corporation. The 
eonstructjon work has already commenced. Besides, there is 
jaldhoka Hydro-electrio Scheme having a capacity of 10,000 k.w. 
hi dry weather and 17,000 to 33,000 k.w. during the monsoon. 
This will meet all the tea factory loads. 

Besides these major schemes, there are several others which are 
being launched or are under consideration in other parts of the 
oountry. There are eleven sites in Assam oapcble of generating up 
to 4 million kilowatts ; in Baroda the Zankhari Project with a capa¬ 
city of nearly 2,600 k.w. and the Saharmati project with 6,000 k.w, 
capacity, the Kolar Nadi project of 16,.^>00 k.w ; the Sind River pro¬ 
ject (Gwalior) with 16,000 k.w. capacity. Four schemes under oon- 
struotion in Hyderabad will supply about 130,000 k. w. and seven 
major schemes under investigation will be able to generate 600,000 
k.w. The Jawai Hydro-electric Project (Jodhpur) will generate 1,510 
k.w. at the eanal bead and 2,530 k.w. at the canal tail. The Jog 
Power Project (renamed Mahatma Gandhi Hydro-electric Works) in 
Mysore will have a capacity of 120,000 k.w.; the Bbadra Reservoir 
Boheme also in (Mysore) 12,6f0 k.w. The Patiala Hydro-electric Pro¬ 
ject wiB have a capacity of 16,000 k.w. The Obambal Hydro-elect¬ 
ric Sehemci^ (Holkar State) will produce 11,28.000 k.w. continuous 
besides tbe power stations at tbe two pick-up weirs in Mewsr and 
K^fa, with 68 000 k. w. and 56,000 k. w, respectively. 

, A Poor People in a Rich Country. This rapid survey of 

our resources is enough to show that Nature has been very generous 
to ns-almost lavish in some respects. Her biggest gift, tbe bUmalayas, 
ace of iucaloulahle economic benefit to us and have immense poten- 
Malitiee. The Indo Gangetio Plain is a perennial source of rich and 
varied t^ps. Tbe infinite variety of cUmate can enable us to develop 
a rich eoonomto life. Our mineral resonroes are fairly varied and 
sufficiently rich. Coal may be deficient, but water power resonroes 
are immense. We have a huge livestock and a vast human popnla- 
tiOB. Geographically we are ideally situated. India seems to be 
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tbiM mwrlced ootto be one ofthe most pro^ton® ooBotrie* 

worW. 

But whftt is the actual position t Poverty stalbs the Isn^ a 
poverty for which there ia no parallel in the world. It is wn*.K{»g 
short of an enigma or a paradox that we should bo poor while our 
country is meant to be so rich. Obvioualy man has faiiled to taJm 
full advantage of the gifts of nature. 

It is not propoFed to diecuss here in detail the ptobtara of 
poverty. But we can make seme general observations here in ordnr 
to understand this mystery of poverty in the midst of plmity. 

One thing that strikes us is the criminal waste of our resoBroea. 
We have already seen how our coal resources are being wasted for 
the sake of getting maximum profits. I^. B. K. Bass, in his book 
tndwitrial Effieieney of India, has made a detail*^ study of tite 
wastage of our resources. According to his calculation, of the potw» 
tial arable area, only about SO per cent is being utilized for prodne* 
live purposes and 70 per cent is Ijdng waste. Taking the most Ubeval 
view, not more than 25 per cent of our forest resources are utilized 
and 75 per cent wasted. The wastage of fisheries has been put at 
two^thirds a year. Production of iron ore is only a little more than 
) 1 per cent of what it should have been. Wastage of water resources 
amounts to 99 per cent. He concludes that the wastage of natural 
resources of India amounts to 75 per cent. 

Then, there is also a wastage of human resources on account of 
ili-health, ignorance, unemployment or under-employment, useleas 
motherhcod and premature deaths. Out of the total manpower of 
178 million persons (based on 1921 census) consisting of 92 millimi 
men and 86 million women, India loses annually the labour or energy 
resouroes equivalent to 45*9 millions through under-employment, 32'0 
million through ill-health, 2 5 million through useless motbei'hood. 
In other words, the energy resources of 114 million persons, i.e., 64 
per cent of the total manpower is annually lost. 

Wastage of capital arises from unproductive iavestmmit 
from immobilization of the capital resources and from imperfeitA 
utilization of the existing capital resources. This has been estimated 
at 66 per cent of our total capital resources. 

The total wastage of the productive factors, viz., land, labour 
and capital, has been put at 69 per cent^ which is more than two- 
thirds. We are, in other words, utilizing less than one-third of our 
productive power. Is it any wonder that we are poor ? 

Causes responsible for this wastage are numerous and eomjdex. 
They lie in our social, economic and political structure. Baciad 
obaraoteristics, ignorance, inexperience and illiteracy all have some* 
thing to do with this state of affairs. 

1. B.K. Hass— IndvtricU. Effmevty of Jndia, IW, 
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Tfa© BhmmB of economio todependeiaice ka« piwei ted so far 
th© formolaiioB of potioies ealcnlaied to exploit our resoorceB on 
right iiB68 and to the fall extent. The poliey of laiasez 
pursued by the State in India^ has considerably affected the devdop- 
ment of our resources. 

!tbe adverse influence of social conditions is only too apparent. 
The caste system is responsible for the vivisection of society and, 
by preventing free mobility of labour, fits many round pegs in 
square holes. The joint family system kills individual initiative 
and enterprise and breeds drones, which in its turn, reduce the 
chances of accumulation of capital. The stay-at*home habits 
engendered and encouraged by the system, are responsible for the 
m^djustment of supply of labour to the demand for it. 

The dominance of religion makes the people fatalistic, supersti¬ 
tious and conservative and cuts across the organization of the econo¬ 
mic interests. Religious sentiment also prohibits, in the majority 
of cases, the fall economic utilization of our cattle resources. The 
moat important cause has been our political subjection. Now that 
w© are free, we shall b© in a position to pursue a o jrrect economic 
policy. But before any tangible results can be achieved, the charac¬ 
ter of pur people will have to be rehabilitated from a state in hich 
our 160-year-old slavery had landed us in. 

Bodks Suggested for fortlier Reading* 

1. Sur, A. K.—Natural Resources of India (Padma Publica¬ 
tions, Bombay). 

2. Georg© Kuryan—HydrO'Electric Resources of India. 

3. Central Board of IrrigiHion's Leaflet No. 6—Hydro-electric 
Development in India. 

4. Coggin Brown—Mineral Wealth of India. 

6. Wadia, D. N.—Geology of India. 

6. Report of the Royal Commission on Agriculture (Chapter 
on Forests). 

7. Note by Sir Harbert Howard on ‘*Post-War Forest Policy/' 

8. Dub©y~Economic Geography of India. 



CHAPTER II 
POPULATION 


h tmpo^ttmw of tbe Stiidy of Population. In spite of tile 
preoccupations of World War Il> India hela a census in IMl. Finan* 
oial considerations did not allow the operations to go their full 
course and many important tables were left incomplete; still the veijr 
undertaking of the task at such a time showed how very important it 
was* It is only recently that scientific study of demography has been 
undi^rtaken and its importance recognized. The progress of a conn 
try is so much dependent on the people living in it that without a 
proper survey of the different aspects of its population, no future 
plans can be n ade. India is poor and her poverty has no 
parallel in the world. The per capita income ia meagre. The stand* 
ard of livmg is almost the hwest in the world. Curiously enough, 
this extreme poverty exists in the midst of great plenty. To 
remedy this situation a thorough and scientific study of Indian 
economic life is essential. But no active remedies can be suggested 
without a study of the people themselves, their numbeis, ago 
groups, occupi*tions, diseases, ratio between the two sexes, etc. 
Herein lies the importance of the study ot the population problems 
of the country. 

Popidattoti Statistics. The total population of India, according 
to the 1941 Census, was 388,997,955C Tbe totdl area of India (exolu* 
ding Burma) is 15,74,000 square miles. Tbe table below gives statis¬ 
tics of the total poxmlation, its density, distribution according to 
ptditical divisions, community xiroportions, sex ratio and urban and 
rural population. After division into the dommions of the Indian 
Union and Pakistan the population of the former, including Hydera¬ 
bad and Kashmir, is 318 million, and of the latter 71 minion. Tbe 
area of tbe Indian Dominion is 12,09,000 square miles and of Pakia^ 
tan 3,85,000 square miles. 

3* Increase in Population* During the last 50 years tbe 
population of India has grown by 110 million as is dear from the“ 
table below. 


TABLE I 


Totid pensouii 
Brifeiah Vtarlxkeem 
IiuliAU States 


POPULATION (IN MILLIONS) 


189] 

1931 

1941 

Petoent hioieam 
Sine© imi 

279 1 

33S 

389 

m 

213 

257 

2m 

n 

66 

81 

n 

40 


I. The eetlmated papulation of the Indian Union in IS47 including 
Hyderabad was 23 ) millions 


27 



S8 INDIAN BCONOMICIB 

TABLE H 

Feroflnt&ge of variatitnas from decade to decade was as follows t—* 
Jl«Bl-1901 1901-lSll 1911-1921 1921-1931 1931-1911 

+l;6,„ +e*7 +0:9 lO-e +18 

It will be Been that the growth of population from decade to 
decade has been slow and iiregular. The factors goTerning this 
inegulairity have bean largely famines or epidemics. Their prerab 
cnce has been a restraining influence and their absence responsible 
for a substantial increase. Between 1891 and i901» the twin 
frkotcm of plague and famine checked a rapid growth in numbers 
wUle the de<^e 1901d911 experienced a fair degree of agricultural 
prosperity and so registered a higher increase. The prospects of 
Increase in the next decade (1911-1921) were marred by influenaa 
which raged in an epidemic form. But f >r this calamity, which is esti* 
mated to have taken a toil of 14 million persons, population in India 
would have considerably increased. It seems the increase in numbers 
during the first seven years of this decade was neutralized by this 
disease during the closing years. Siaoe 1921, however, the popula* 
tion has increased at a very rapid rate. Nature seems to have been 
less unkind. Perhaps the methods of conquering epidemics have 
been more or less perfected. Better irrigation facilities, too, have 
mitigated famine conditions. Part of the increase may be attri* 
bated to widening the area of census operations and an improve* 
ment in the methods. Even whoa allowance is made for these 
factors, the actual increase in population seems to be fairly alarming 
as it camo to no less than 10*6 for every hundred. The rate of increase 
between 19"11 and 1941, namely 15 per cent, is even more perturbing 
when we consider the already huge size of our population. 

The increase has, however, not been uniform in all part* of India. 
The census report says : “ Rates are noticeably liigher in the north 
than in the south and have two extreme peaks ia the extre ne west 
and north-west and in the east, in fact, we have in the Punjab and 
Baatern Bengal two swarming areas. Both are comparatively 
jxmkg from the habitation point of view.”^ 

Let us examine the causes that are responsible for the rapid 
gsowth of numbers daring the last 20 years or so. 

4* €!auaet of tbe Great IncreaM. The causes of the great 
increase in population may be summarized as follows : 

(a) The new irrigation scheme in the Punjab threw open con¬ 
siderable semi-desert areas to new colonization. The process started 
from almost zero, and is still going on at speed. Tbe same was the 
case in ttie U. S. A. and Can^a when the human tide first flowed 
ha from Europe. The new colonies in the Bikaner State have 
attracted the Sikh farmer who has been responsible for a 40 p©r 

l. Census vf India Report i9il, VqL 1, p. iiT ~ 
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loo, has fared similarly* In Western 
Bmtgjdl with irnsreased agrionltral oapadly tiie numbers haire mtiHt* 
plM rapidly* 

(i) Ihe 1031 oensoa figures were low as the census was taken 
during a period of poUtioal disturbances* The Oivil Disobedience 
campaign was responsible for leaving many persons unregistered* 
The leakage was greatest in North India. All that slack was, 
however, caught up in 1941, hence the increase in density in North 
India* 

(e) In 1941, the country as a whole was census-oonscious and m 
one wanted to be miss^.d in the count. In fact, it has been suspect¬ 
ed that misjudged communal enthusiasms vitiated enumeration* 
Exaggerated figures were supplied in certain urban areas. To corret 
th€^ wrong figures house lists were used for comparative corrobo¬ 
ration and *‘soand enough results were obtained*' according to the 
CJensus Commissioner, though there is much room for doubt. 

(d) There is no doubt that the number of hospitals, doctors and 
nurses in India is small and, considering the vast area and the huge 
population of the country, the arrangements for medical aid are 
very meagre ; yet there is no doubt that during these years the 
facilities for such aid have greatly increased. As a result, while the 
birth*rata has remained steady at 33 per 1000, the death rate ha$ 
gone down from 31 per 1000 in 1920 to 21 per 1000 in 1940* Besides, 
the mortality from epidemics like cholera, small-pox and plague has 
also decreased. Infant mortality figures also show a marked fall 
from 195 per 1000 in 1920 to 160 in 1940* Obviously these factors 
are all responsible for the heavy increase in population. 

S. A Study in Density of Population. The number of persons 
per square mile varies from province to province and from State to 
‘^tate. We find such extreme variations as Baluchistan with ll 
persons per square mile and Bengal with as many as 779. There are 
several factors responsible for these provincial and State variations* 

Density is governed, in the first place, by climate. A heidthy 
climate will attract more people and maintain larger numbers* If 
climate happens to be unfavourable, as in Assam, the density will 
be very low. 

Secondly, aoart from the effect of climate on health, the density 
of population in India, as in other countries, is mainly oontroUed by 
the distribution of rainfall. If raiu is adequate, timely and evenly 
distributed, it will be highly conducive to the growth of cereal crops 
Ifice rice. As rice is a prolific crop it can support a high density of 
population. But rainfall is not the only determining factor. In 
the Himalayan areas like Debra Dun, AJmora and Simla, the rafale- 
fall is ample and varies between 60 and B*> inches in the year yet 
the numbers per square mile are very few. Similarly in Assam 
whmw the rainfall is nlcntiful, the density is only 186* The same 
is trtie of Kashmir which has a density of only 40. It is seen that 
relief of land also plays an important part In density of population* 
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Bkigioiis with bold relief atid haaTj rainfall are not imporfcaiit |>*o^ 
dinaers of rioe* Obviously no single factor can explain rariataom 
in density* It h only a happy combination of several factors which 
makes a higher density* 

Thirdly* it is seen that irrigation facilities which stabilise 
CYiltutat conditions lead to denser population. The canal colonies 
in the Punjab are much more densely populated than some of the 
other districts. 

Fourthly, economic development lead^ to dense population and 
the absence of it accounts lor sparse population. Undoubtedly the 
number of people that can be maintaineti in the pastoral stage is 
very small. In the agncultural stage larger numbers can be 
supported. But in tht- industrial stage there is room for many 
more |>eople. It is well known that all centres of trade and industry 
are usually densely populated. The higher density in Bengal is 
partly due to this factor while the lower density in the Punjab is 
due to the agricultural character of the province. 

Fifthly, the nature of the soil also makes a difference. Regions of 
saxidy soil show a lower density as compared with fertile areas. 
Rajputana, for instance, is very sparsel} populated. 

Sixthly, perhaps the most important single factor having a 
bearing on density is the configuration of the area. It is the shape 
of the surface of the earth which Krgoly explains variations in den¬ 
sity. The hillv and mountainous tracts in the north-easter north-^ 
west of India are less densely populated, than the level plains of the 
Punjai,the UP. and East Bengal. Level tracts afford greater 
facilities, econon ic activities ai d yield more fruit. India is mainlyan 
agricultural country and dfiusity varies with agricultural conditions. 

Seventhiv, security of life and property is ils > responsible for 
the number of people living in an area. In the tribal areas and in 
certain tracts bordering on jungles, the density is comparatively low. 

Finally, inter-provincial and int^r-State variations in density are 
due to inertia. People cling to their native land even though the 
prospects of living may be brighter in other provinces where customs 
amd language are different. 

6* Density in India Compared with Foreign Countries : If 

we compare the density of population in India with some other 
countries, like the U.K., there seems to be no cause for alarm. 

TABLE III 

DENSITY PER SQUARE MILE IN SOME OOUNFRlEg 


U.K. . 

Density 

686 .. 

Year 

Belgium 

Japan 

Germeoy 

... 664 1 

362 f 
... 443 — 

1931 

British India (exoludiag States) 

... 341 

1941 
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TbiMSKd b^itig i»dti8trid»l oountries they can easily maintain heavy 
rnnmhm^ When, however, we compare India with oountriee having 
an agricnltural economy, w© feel oonoerned at the eerioueneaa of 
the problem, 

TABLE III (OmdW.) 


Franoe 

« « * 

Density. 

I84-, 

Year 

U.S.A. 

• ♦ % 

41 1 

1931 

Kew 2Mland 

« ♦ 

12 f 


Egypt 




lodia 


246 

1941 


With ench a dense population the pressure on the soil has greal%r 
inrceased. The agricultural resources of the country have not estpan* 
ded in proportion. Between 1901 and 1911 the population increased 
bj? B2 per cent while the cultivated area increased by 13 per cent only^ 
and the area under food crops during the same 40 years increased 
by a bar© 5*3 per cent. During the war of 1939-1945 when India was 
cut off from Burma and Australia, she had to face such a dearth of 
food that sever© famine conditions prevailed in deficit areas Itk© 
Bengal. 

7« Is There any Conm^ion Between Density of Popidation 
and the Level of Prosperity in a Country ? From Table III above 
It would appear that so far as density is concerned, we are in the 
company of rich and prosperous countries like the U.K., Belgium, 
Germany and Japan. Like them we show a very high density of 
population per square mile. From this one might conclude that 
there is a connection between hij^h density and pDsperity. It may 
be argued that a large number of intelligent, industrious and re* 
sourceful people will certainly develop the re^iouroes of a country to 
its bast advantage and contribute to its material prosperity* The 
argument Beams plausible. But it is fallaoious. If a country is 
densely populated H does not necessarily follow that it must be 
prosperous. The same density does not indicate the same level of 
economic prosperity. The United States—admittedly the richest 
country in the world—has got a very low density of 41 persons per 
square mile, and though the New Zealanders are fairly rich, yet th© 
density there is as low as 12. The U,K., with a high density and 
the U.S.A* with a low density enjoy nearly the same standard of 
prosperity. Thus there is no necessary connection between density 
and prosperity. Of all agricultural countries we have the highest 
density. But far from indicating a larger measure of prosperity, this 
density is actually a cause for alarm. 

Tlia ProUetii of Urbaoixatioii. In 1921, 10*2 per cent of our 
peoplelivedintowns, in 1931. 11 per cent, while in 1941, 12.S per 
oent were found in urban areas After the partition, on the basis of 
J941 crensns figures It is seen that 13*6 per cent live in towns in the 
Indian Dominion (induding Hyderabad and Kashmir) and 8*8 per cent 

I I 0 Obapter VlII. 
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In Pakifirtan* Thua about 87 per eent of the people in Indib still liir© in 
villages. The conditions in the West are quite the reverse. In 
Western Countries the percentage of urban population varies from 
nearly 60 per cent in France to 80 per cent in England and Wales. 

The distribution of population between rural and urban areas 
is highly significant. Economic progress in every country has been 
marked by a corresponding increase in the urban population. The 
fact that a very small proportion of our people lives in urban areas 
is an index of our economic backwardness. It shows unmistakably 
that we are yet far behind other civilized countries in the develop- 
ment of trade, transport and industry. It brings home to us our 
aimost exclusive dependence on agriculture and indicates an unba¬ 
lanced economy. 

The rural-urban distribution of population is significant from 
another point of view. It throws light on a people^s national 
character. It is well known that personsliving in the villages are 
lethargic, conservative, superstitious and impervious to new ideas. 
Villages are backwaters of civilization and regions of intellectual 
stagnation. Village life acts as a drag on economic progress. On 
the contrary, the inhabitants of cities are alert, induBtrious and 
resourceful. It is from the cities that all progressive ideas radiate 
and civilization spreads. The fact that we have only a few cities 
shows that the springs of economic progress are exceedingly weak. 
Our huge rural population staLds in the way of all enlightenment 
and progress. A country is what its people make it. For economic 
progress a toning up of narional character is, therefore, very 
essential. 

These considerations call for a more balanced distribution of 
our population between rural and urban areas. Not only is the 
proportion of our urban population insignificant, but progress in 
this direction has been very slow. From 10*2 per cent in 1921 
we have advanced to a bare 12*8 per cent in 1941. It seems as 
if w© have been almost stationary in this respect. 

But although the percentage of increase has been slight, yet the 
absolute growth in urbanization is substantial. No doubt the 
number of big cities in India is small. There are seven with over 
600,000 persons and only 67 with over 100,000. But between 1921 
and 1941 the number of cities with 60,000 to 100,000 perfions has 
gone up from 65 to 95, those with 10,000 to 20,000 has risen from 
6^ to 733 and the number of localities with 5,000 to 10,000 has 
increased from 987 to 3,017. Looked at from this point of view 
the speed of urbanisation seems to be quite fast. Urban population 
increased from 37 million in 1981 to 60 million in 1941 while rural 
population increased from 301 million to 339 million during the 
same period. The following are the main causes of this develop¬ 
ment :— 

(m) Industrialkation is increasing with greater aggregatkm of 
numbed in the cities. To maintain healthy surroundings and check 
Ilia insidious inroads of infection and disease, it is most essential 
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that the local authorities should strictly regulate further feuildiug 
activities and frame comprehensive plans in time for the spreading 
towns* Uncontrolled nrbaniajafcion would bring misery and suffering 
the effects of which would be imf^ossible to eradicate* 

(fe) Oitj life has great charm for middle class people. Electric 
ligbt, running water, tram and bus, all play their part Educational 
facilities for 8 and girls are another attraction. The library* 
the theatre and the cinema-house have an appeal cf their own* In 
fact, the comforts and amenities of life in big cities are responsible 
for the increase in their numbers, 

(c) The anti-moneylending legislation in the Punjab has played 
its part in denuding the countryside of many educated people who 
have flocked to town and city in search of better business^ 

The Bombav province has the largest percentage of people 
living m towns while Assam has the smallest, with 26 and 2'8 
Cf nt, resj^eetively. 

1 he U, P. has the largest number of cities, with'the Punjab run¬ 
ning a close Fccond. Bengal has only four big cities including Calcutta. 
Jt is not suited for big cities. The Bengalee is not fond of factory 
life. In areas where cheap hTdro-eleotric power is availsfbl© as in 
the West U. P, and East Punjab, greater di^ejtpion of numbers is 
possible as well as desirable. 

No doubt countries like the U.K., Germany and U S.A. have more 
people living in urban areas, and India is backward in this respect. 
Bxit there is another side to the picture : India is « tropical country* 
Urbanization 1o the extent which is present in the West is not compa¬ 
tible with her climate. With a bare 12*8 per cent people living in the 
towns, the congestion in some of the big cities is terrible. Tuber* 
culosis and venereal diseases are rampant, while epidemics take a 
I eavier toll in i he cities than in the open countryside. 

Unfortunately, as Mr. Yeats, the Chief Census Commissioner, 
remarks, ‘This urbanization has all the drawbacks of lack of control 
and general squalor®'. Approaches to every big citv are hideous. 
Thousands of homeless squatters are found campirig in the outskirts, 
Briek-kdns are another hideous eight. Lahore *Trom the air is a 
spreading sore.’* Delhi with its ‘‘ribbon development** along roads 
going out of the city is even worse. Calcutta is “as an octopus with 
more than eight tentacles/* Amritsar presents an ugly, repulsive look* 

The slums in big cities like Bombav, Calcutta and Delhi which 
[shelter large numbers of labourers are a clear proof rf the hek of 
|foresight on the part of the governing bodies. The “tenements** 
Iconstraoted in ^ome of them ar© an effort to improve factory 
pabourers* residential conditions, but they are neither sufficient nor 
loomfortahle* This “slusnmery** is destrucHve of both moral and 
Iphysical health of the labourer. 

I In India, therefore, we do not advocate piling up of people in 
pig oitias, blindly following the West. We are ansdous not ^ repeat 
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tbe mistakes of the West. We should hare a scientifically plani^ 
devdopmeni of our cities so that »li evils smsooiated with 
congested areas are prevented from appearing in India. We should 
have mediuiD'Sized, open, airy and healthy towns. What is needed 
in India is tie urbanization of the rural and ruralization of the urban 
eentree. 

It is interesting to note that in 1941— 

IIH’2 inillioiiis of people lived in villages with less than 500 inhabitants. 
g6‘96 „ „ „ „ 500 to 1,000 inhabi*^ant8, 

67*4 „ „ „ „ 1,000 to 2,000 inhabitants. 

68-4 „ 2,000 to 6,000 inhabitants. 

301*96 millions lived in rural areas. 

^ y 9. Distribution According to Occupations. A study of the 
feble below shove the oroupational dietrilution of our people and 
gives an idea as to the relative importanoe of the various means by 
which our people earn their living. 

General occupations Total 





Percents go 

Peroe^itaire 

A. 

Production of raw 

(?) Animal and 

) 



materials 

voeetai ion 

65-eO > 

66*84 



(ii) MineraTs 

0 24 ) 


B. 

Preparation and 

(i) Industry 

J0*5r« } 



supply of material (ii) Transport 

P05 > 

17-56 


substances 

(lii) Trade 

5-83 1 


C. 

Fubiio Administra* 





lion and Liberal 





Arts 


2’86 

2-86 



(t) Persons living on their 





own ineome 

‘16 



Hisoellaneoua 

(ii) Dom^^otie serviea 

7 5f ! 

13 74 



(??/) TneufU^ienfIv desoiibed 

5 03 f 




{n>) Unproductive 

I'U 1 



W© observe that almost 66 per cent of the peopV depend cn 
agriculture while only J0% are er gaged in industry and 6 per cent in 
trade* 

Even a casual observer will he struck by the uneven distribution 
of our people over the various occupations. It simply reflects the 
lopsided nature of our economy. If the foonomie development of 
the country bad taken place in a fcufficientlv divereified manner our 
human resources would have ahown a more balanced allocation* 

Leas than 8 per cent of our people are engaged in adminfs* 
tration and liberal arts. This shows a hich degree of fljiferacy and 
intellectual backwardness. A serious effort is needed to strengthen 
the drive for incr# a^^ing literacy in the countrv. The civil adminis¬ 
tration, the police and the army absorb only a little over 1 per cent 
of our population Even if this proportion is doubled it will not 
solve the problem of middle class unemployment. In the absence of 
altsemative sources of employment, however, it is understandable why 
people fight so hard for the limited number of Government jobs* 

Although 10*38 per cent are shown as being engaged to todnstiy^ 
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cmif l^S per oent a»ra acooutited for by orgaoiasad iodiiatty» Wbea 
know that leaa thaa ono-fifth of oar people are eogaged in trade, 
traosport and ioduatry, wo fiad a clae to lodiao poverty* The 
maiortty are doing aaremunerative work, hence poverty is inescapable* 
Iniustrialize or / en^h, should be our slogan, Kehabititation of agri^ 
Ofiltiire alone oano^t pull us out cf the mire of poverty. In ^ot 
the most distressing act about our vocational distribution is that 
an overwbelcnmg nuoaber of people are dependent on agriculture* 
JSvan Bengal, Bih if and Orissa, in spite of having developed oer» 
tain industries, are predominantly agricultural and so are the Punjab 
and the 0.P, although a very large proportion of their population is 
returned as industrial labour. India shows the highest percentage 
of people in the world as depending on agriculture. 

Agriculture is admittedly the least remunerative of occupations* 
jExperienod shows that ecouomio progress lias always been marked 
by a diminution in the numbers engaged m agriculture and by an 
increase in those engaged m trade, transport and industry* In 
England, for instance, less than 10 per cent of the people depend on 
agriculture. To make matters still worse, Indian agriculture Is a 
gamble in rain and is, therefore, always uncertain of guocess. It 
i& subject to the law of diminishing returns. It is a seasonal ooom-* 
pation and subjects our people to enfoixjed idleness for several 
months in the year. Our exclusive dependence on agrioulture is 
an index of unbalanced economy and is one of the most important 
causes of poverty. Tnis situation needs immediate rectificatiou. 
Even as long ago as 1 h 80 the Famine Commission issued a warning 
about the dangers in this situation. 

Prom decade to decade the vocational distribution has remained 
practically the same. There has been no fundamental change in 
this resfieot during the last 25 years or so. A slight increase is 
observable in the number of ptrsons engaged in transport which is 
due to the development of motor traffic and also in those engaged in 
liberal professions which may be attributed to advance in literacy. 
I It is time tha© we bestirred ourselves and made vigorous efforts to 
IbriBg about a more even distribution of the people over the various 
pooupations and overcome this economic stagnationi 

; "" Iff* Disiribtitioii According to Comnmnities, 0p to 1931 relb 

igious returns war© used as communal ones. In 1941 a departure was 
^ade from the old method of enquiry, Caste-sorting on an alhindia 
lical© was dropped, Ihe Census Report for 1941 says: **The religious 
^turns of previous censuses so far os they relate to the trib^ are 
worthless ” No one can explain the meaning of the word religion to 
»n ordinary member of a tribe Ihe enumerator in the past put 
Kown a person as Hindu if he was not a Gbristian or a Muslim. Even 
fitn anthropologist could not determine how far a tribesman wa» 
B^miiated in dinduism. Hence in 1941 a more scientific basis for 
feuimunity ernum^ration was adopted. The com|iawM&ive conimtifl^ 
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figtiras for different oensases are giiirec below :— 

TABLE rv 


PERCKHTA<S}E OF DIFFERENT COMMUNITIES IN INDIA 


Year 

Hindus 

Muaiims 

Cbristiaris 

Jdiod 

8ikhs 

Tribes 

Others 

1031 


22T 

1-8 


12 

2 4 

3 9 

1041 

659 

3*8 

T6 

4t 

1 5 

6 6 

02 


Thus one oould say that out of erery 100 persons in India, 66 
are Hindus, 24 Muslims, 7 tribesmen, and out of the re^t half Sikhs 
and half Gfaristians, The Hindus are in the majority in the South 
and centre of India, while the Muslims are predominant in the 
N.*W.F,P., Kashmir, Baluchistan, Sind, the Punjab a )d Berurah 
The Sikhs are confined to the Punjab with just a scattering in the 
other provinces. The tribesmen are mostly found m Assam, Bihar 
and Orissa, The Christian element is stronger in Madras than else* 
where, 

i" 

The partition of India into the Indian Dominion and Pakistan 
has greatly reduced th3 importance of communal distribution of 
population, Pakistan is a Muslim State while the ladian Daminion 
is a secular one and gives no special preference to any community. 
It is a matter for congratulation that the ideils of separatism 
as propagated by the Muslim League have died out in Indi i. Hence 
the old interest in communal distribution of papulation has largely 
died out. 

j 11, Sex Ratio. It is a well-known fact that in every country 
more males an born than females, the ratio being 108 to ^00, 
In foreign countries more males die off, thm leaving an excess 
of female children to grow up into women. In India, too, the 
number of males born is greitor than that of fis n iles. Organically 
the female sex the str >riy:er. time ago the League 

of Nations published very informative data on the expecta¬ 
tion of life m 30 importxnt oauntnes ^ It is seen that at all 
ages, the expectation of life for women is greiter than for men in 
all taunCri^.A e^xcepl India up to the age of 40, where mortality 
among women during the cbil l-bearing age is particularly high. In 
India, as in other countries, up to the a|e of I ^ the mortality of 
female ohildren is less than tbit of male ohildran. It is after the 
age of 12 and up tj the ag^ of 4 >, the child-bearing age, that huge 
numbers of women are out ^ff, thus reducing the ratio of females 
to males in India and creating a problem exactly the reverse of 
that in the Wost,^ Early marriage, purdih and the lack of trained 
mid wives are equally conducive to the greater mortality of women. 
Pernicious anaemia, cenHumption and uterine diseases, too, take 
their heavy toll. Extreme poverty does not permit poor women to 
have sufficient rest before and after child-birth, thus hastening 
them into the grave. Oonditions of life are definitely harder for 
women than mm in India. 


1. Ee*igu<? of Naiiou-’ Monthly Jiulletm for December 10il4. 
^ 2, F.K. Probt«m of Ictdin. 



POHJtATlON 


m 

Th<J progi^sive decline in the proportion of females to males 
from decade to decade which the following table shows is a eatise 
for great alarm 

^ TABLE V 

mjMBEB OF FEMALES IN INDIA TO EVERY 1,000 MALES 


1911 


•0* 

Number of Females 
9 4 

1921 

* . « 

• « « 

946 

1931 

... 


940 

1941 

• ■ • 


935 


Woman is held cheap in India and her health and diet are 
deliberately neglected ev^en in upper class families. This deliberate 
neglect may he styled ‘‘indirect infanticide**. 

Among the major provinces, thePnnjab has the least number 
of females—only 847 per 1,000, Madras and Orissa are the only 
two provinces with more females than males, but the ratio of females 
in these also has fallen in 1941 as compared with 1931, 

FEMALES PEE 1,000 MALES 

' 1931 1941 

Madras ... 1,021 1,009 

Orissa ... ... ... 1,087 1,069 

Maternal mortality is the most important cause of fewer females 
in India Three specitic inqiuiries were conducted by medical men 
m Madras, Calcutta and Bombay recently which yielded figures of 
16 6, 24 4 and S*tl deaths per i 0 )0 child-births The ran^e is rather 
too wide. Sir John Megaw*^ village inquiry of 1933 gave a maternal 
mortality figure of 24*o. the Public Health Commissioner for India 
makes a tentative RUggeHtion of 20 deaths per 1,000 child-births for 
India. The latest figure for England and Wales is The great 

difference between the two figures shows the gravity of conditions in 
India and the great leeway to be made up. 

12. Expectation of Life. A child horn in India expects to live 
a much shortfT life than the one in other countries Elsewhere the 

1 average span of life has greatly imx>roved, while in India the 
improvement has been next to rDthin^. The main reason w that 
the standard of living has not risen. Che low level of nutrition ie 
reeponsible for the low expectation of life. Not only is th© food 
insufficient in quantity, it is poer in quality, Ivoking as it does in 
fealts and vitamins. 

^ Experts have produced comparative figures of life-expectation 
in several countries. They are : 

TABLE VI 

EXPECTATION OF LIFE 

W Zealand ... 67 (1934-38) U.8.A ... 05 (1940-41) 

Britain ... 62 (1937) D.S S.R.(Europe) 44(1926-27) 

Japan ... 48 {1935-36) British India 27 (1931) 


1. Mr. Yeat«--Cfunsiiii Kapart* 1041, Vbl. I, p. 24. 
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A efeentdy in the longevity of life in England from 44"13 

in 1891 to 5i>*62 in 1931 and 62 in 1937 refleons a rise in the standard 
living ^»nd an improvement in medioal iaoilities* Figures oolleeteci 
by theLeagu© of Nations show thau in all the important countrlei 
of the world people expect to live longer than in India.*" 7 hat the 
©apeetation of hie is so short m India is largely due to infant and 
maternal mortality* With a reduction in the havoc caused by 
thea©, the expected span of life should beorna greater, but it can 
never reach western standards untii our standard of liviog rises. 

The present short ©xp">otatioa of life in India can only mean 
that the labour and expense of bnuging up human life do not yield 
a pmportionate return. Persons are snatched away in the prime of 
life when they would start making contribution to the welfare of 
the community. Being deprived of such rich lives India is bound 
to be poor. 

Another peculiarity of Indian conditions is that the expectation 
of life in the cas^ oi fi males is even lower than for males, being 
26*56 against 26*91 while in the U.S.A. it is 68 61 for females as 
compared with 63*6d for males. Similarly in other foreign countries 
the expectation of life for females is invariably greater than for 
males. There has been a little improvement in the longevity of 
life in India from 23 63 years in 1881 to 27 years in 1931 not as 
the result of improved nutrition but of better puolio health service. 

13. Age Groups. The age composition of a country’s popular 
tion can be repre&ented in the form of a pyramid, the base represen* 
ing the number of children bom. All the children born do not survive. 
As we go up the pj^amid, the numbers are cut down so that the 
pyramid becomes narrower and narrower towards ih© top. The 
dimensions and the actual shape of the pyramid reflect the survival 
mte in the country. India has got the highest birth rate and tb© 
highest death-rate in the world. The Indian pyramid, therefore, baa 
got a very broad base and a sharp tapering top. 

A study of tlie age distribution in India reveals that India has 
a very large number of children but few old men and women. 
Very few people survive after 50. Thus all their experience is lost 
to the country. In Europe a man goes on working till the age of 
60 or 66, while in India he retires at 55 from Government servic©. 
1%© ordinary course of productive life in India is much shorter, 15 
to 60, while in the West, it is much larger, 15 to 65. Thus tb© 
effective population in India is much smaller. 

14. Birth and Death Rates. India leads the world both in 
births and deaths as is shown by Table V11 below. The large 
number of births is due to the universality of marriage and the high 
fertility per marriage. The people are illiterate, ignorant and super* 
etitious. They are incapable of exercising any conscious check 
on tb© growth of their families. They hanker for children in any 

I. Jbeague of jVTjrmniiv' iiiiHa'tia fof D3K3aai6^f 1011. 
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utmaber, provid<?d they aar© mnim. Their standard of liirliig ii M 
low that the mcr» aee in the Bta© of the fan ily oaneea little 
worry* But if more cotue, more di© too. The high degree of infaYI't 
tuortality, 160 per 1 0 )0 births in 1940, is due to early marriages^ 
Ignorant mrtberhood, defrotive midwifery arrangements, insuffi-^ 
ciettcy of milk supply and the practice of digging the child* Femala 
infanticide was also prevalent at one time* Appalling poverty and 
widespread and ever r#^curring epidemics mercdessly cut down nutn^ 
bers* A great deal of the labour of motherhood goes in vain* 

While the birth-rat© in India has been practically steady at 
83, the desth rate per 1,000 has fallen from 31 in 1920 to 22 in 1^40, 
Prof. Gyan Cfaand, however, brJieves that due to the lack of reliable 
statistics in the villages these figures are too low and he puts them 
at 48 and 33, respectively.^ Oompaied with countries in the West 
these figures are very high and speak of the terrible waste of bumiMn 
life and energy in this country as is shown by the table below. 

TABLE VII 


Ooimiry 

BIETH AND DFAIB BATES IN 1B40. 

Birth rnie Dtathrate 

Holland 

.. n 

S 

J\ K. 

17 

12 

<3 er no any 

. 17 

11 

Italy 

. 27 

u 

France 

. !8 

16 

India 

. 33 

22 

V'ith the 

progressive fall in infsnt and 

rrsternal mortality, a 


downward trend of the cholera ard plague deaths, a ^ailing deatb*^ 
ret© and a steady buth-ratc—as shewn l>y the table^ below, there 
was bound to he a greater irerrase in population in the last decade. 
This fall in ih© death-rate has created in addition a potential for a 
further increase in population. 


TABLE VIII 

BIRTK ANf> DEATH FATES. 


Period 

Birth Fate 
per l*0(i0 

P Tat h -Fate 
}>er i,90U 

Net Birth“Riite 
per l,CCO 

IQOl.'O 

38 


4 

l»Il-20 

37 

34 

3 

I«21.80 

U 


a 

/lost-40 

3t 

23 

ii 

1041 

32 

22 


1K42 

29 

24 

5 

'043 

I'S 

23 

$ 


A study of the birth an! death rate tables for England and 
Wale«t tells us that there was a time-lag of about 20years between 
the downward trend of death-rate and a similar movement in 
birth-rate in that country Death rates started fading in India in 
the decade 1921*3L It would not, therefore, be unreasonabl© to 


h Ciyan Chnud^Indiu^M Tmming MUU^m* 
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expect a similar fall in birth-rate too, which is apparent in 1941 to 
continue. Prof. Karve, in his hatid-i^ook on Indian papulation* 
points out that the real fall in net birth rate 0 {>mnienced in fSnglana 
half a century aft.-r the gross binb-rate started falling. He* there¬ 
fore, fears that India may have ahead of it an immediate period of 
©Ten higher numbers, if famine and epidemics do not interfee. 
Aooordinaj to Mr. S. Swaroop, statistical Assistant in the office 
of the Director-General of Indian Medical Seryices* the fall 
in infant mortality rate from 195 in 19i?0 to 160 in 1940 will result 
in a BUbAtantial addition of 6*o and 11 million souls in 1951 and 
1961, respectively, even if the death rate fall^ no further, 

J. 15. Net Reproduction Rate Unfortunately too much attention 
r 1 $ usually paid to crude rates of birth, death and increase and to 
I grand totaU ixi books on Indian population. S nee R K Kucz^nski^s 
\ method of calculating future popuUtion growths has been 
I Introduced we are in a position to have a better idea of the aflFeot 
j of births Cod deaths on future numbers. His method is the calcu- 
iationoftbc' Net Reproduction Rate and is a very simple concept 
and at the same time reliable. The rate is calculated on the basis 
of fertility and mortality which are assumed to remain constant. 
We find out the probable number of fema^ children born to 1,000 
women during their reproductive period, which i*^ taken to be 15 to 
45 in India, and to correct the result by means of mortality tables, 
Obviousl} a net rate of 1,000 female children for 1,000 mothers will 
just maintain the population at its present lovfd. A difference either 
way will show an increase or decrease in future^ numbers. 

' Our difficulty is that we have not got the data to estimate the 
net reproduction rate for India. An attempt has been made to 
work out this rate for India in the report on population by the sub¬ 
committee appointed by the National Planning Committee. “The 
total number of giils born to l.OfiO women in India passing through 
child.bearim? age would be 4,542, but since according to the life- 
table out of 1,000 liye-born females only 524 females are found to be 
living at the age of say 20 and thereon, total fertility is reduced by 
mortality from 4,542 to 1,762. A thousand mothers would be replac¬ 
ed by 1,762 new-born girls. Of these 308 would be widows and 
unmarried females Thus 1,000 mothers would give birth to 1’454 
2fu*ture mothers and the net reproduction rate for India will be 
1464/^^ compared with Japan^s P495, and Ruspia's 1*70. 

Prof, Brij Narain also c^aloulates the gross and net reproduction 
rates from the Census Report of 1941. He takes the reproductive 
age to be I ©tween 15 and 50 and estimates a gross* reproduction rat© 
of 2*66 and a net reproduction rate of 1*19 for India, 

W© may, then, conclude that ours is no doubt a growing popu¬ 
lation, but oertfiiidy not 8t the terrible rate prophesied by some 
peppl^* Even th® net reproduction rat© of 1 *454 compares with 

*1* N. P, C. Serial—pp, 29-31, 
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8oni« foreign ocmntries aa b^»w :— 


BiinBiii 

im 

1 70 

Japan 


1 495 

Xti^a 

imi 

1 454 

Italy 


1-40 

Bngland and Walaa 

iml 

r087 

France 

1933 

0-82 


^^16. Migratioii. (a) Emigration to outside India. In tb« 
history of Europe emi^ation has played a major part. It has been 
estimated by a Qerman economist that in the 400 years siime 
America was discovered, no leas than 105 million people have emigra* 
ted from Europe and that in the 19th century alone 31 million 
emigrated to America and elsewhere. Between IS.'iO and 1900 the 
U.K. lost no less than 16 million people in this way.^ 

Emigration has played an insignificant part in the movements 
of Indian population. She has onbnarily no more than about three 
million people resident in other ports of the British Empire and 
only about 100,000 in foreign coimtries like Dutch East Indies, Ihttch 
Guiana, Madagascar, the U S. A. etc. Ceylon, Burma and Malaya have 
as many as two millions out of the three in the British Empire*. 
Essentially the Indian is a home-loving animal and is chary of leaving 
the place of his birth. 

Most of the emigrants from India are manual workers who are 
either indentured or have gone out under a special system of reomit* 
ment. The rest are either business men or artisans who have vohm- 
tarily gone out to improve their lot in life. In spite of the great 
increase in population in the last decade, emigration has not smved 
to relieve pressure. One reason why the Indians do not go out 
in large numbers is that they are not tolerated abroad, whether in the 
Empire or outside. The recent Pegging Legislation in South A&ioa 
is a case in point. The standard of living in the Dominions is higher 
than that ol the Indian immigrants, hence the restrictions on &eir 
entry and the segregation of those already settled. This is most un¬ 
fair and since she won freedom India Is fighting hard in the U.N.O. 
to have this discrimination removed. 'Ihere are many parts of the 
British Empire in the tropics like British Guiana and Africa where 
the density of population is low and which are pcculiarty suited to 
Indians. Schemes of emigration from India to such places could 
be taken in hand with success if the colour bar were given up. 

(b) Migration within India is small on the whole, but plays an 
important part in the economy of certain areas. 


The tea gardens in Assam import all their labour ftwm Bihar, 
Madras and the O.P. while the fertile lands in the Brahmaputra vaHey 
have attracted settlers from Mymensingh and East Bengal.* ^e 
tea estate la^ur in Assam is now seouredjU^HftMnr^^^^ eonditimw 


1. The Sconomto Problem of lnd/o-<^anawAnjy, p. 4,6. 
8. Of The Mian Year Book; p* »33, ytH 

8. Oemms Report. 1941. VoL V C » 
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aud is well leaked after* The Bengali is as a rale averse to work in 
the mines* Hence most of the industrial work in Bengal is done 
by immigrants from Bihar, Orissi and the Kast U* P. Bombay, too, 
gets most of its labour fiom outSide, The Punjab, the D*P.> and the 
N.-W*F.P. on one side, and Hyderabad ami Madras on the other are 
maji^r contributors. The stalwart Punjabi is ubiquitous and is 
found almost everywhere working as a teobnioian, a taxi driver or a 
tmlioeman* 

Recently, as a rebult of the partition of India, migration of 
IWtoulation on a vast scale has taken place, Hindus and Sikhs coming 
to India and Muslims going to Pakistan, But this was an extra¬ 
ordinary happening. Ordinarily labourers move from the village to 
the city to work in 1 ictories or as domestic servants, but they have 
alleys the idea to go back. 

y/* 17« Public Health* The Indian is uneducated. He knows 

little and cares less aboot the laws of sanitation and health. The 
climate of the coun&ry is favourable to the spread nf diBeasee not 
known in temperate areas. It has been rightly said that India is 
one of the greatest cesspools of infection for plague, cholera, small¬ 
pox, malaria and dysentery. Intestinal worms also play their msid- 
iouB part in undermining the health of the villajier. J tiherculosis 
works untold havoc. The Royal CommiBsion * n Agriculture deplored : 
**Malaria slays its thousands and lowers the eonomic efociency of 
hundreds of thousands Malaria is the largest public health 
problem in India. Deaths from this disease number about a million, 
and the mimber of cases is about 100 million per year. 

India has very few areas which are free of malaria. Unless the 
Indian works from below and declares total war on the mosquito 
malaria will take its yearly toll Mere srovernment efforts will not 
be effective. One of the most important aspects of t le Rural 
Uplift Campaign should be the destruction of the mosquito Fever 
is not something to which the Indian is born and which must be borne. 
Its root cause, the mosquito, can and must be decimated. 

. 18. Marrii^e in India —its Universality. Marriage is universal 

imindia. Religion advocates it. Social customs require it. A Hindu 
cannot aspire to salvation until ho has a male issue to perform his 
funeral rites. No considerations of future poverty restrict marriage-— 
a wife is a cook, a drudge and a mate The poor man has no 
intelleetua! interestq hence over indulgence in sex. A child 
is not a burden but an asset as he starts playing his way at an early 
age. The 1931 census figures indicate that 47 per cant males and 
49 per cent females were married. These figures are the highest for 
any country in the world. Nobody, to whichever oommumty he 
belongs, abstains from marriage if can possibly help it. 

Child marriage Another important feature of Indian society is 
early marriage The Sarda Act fixes the ag^ of marriage for girls at 
14 but it is in alvirie^ of public opinion. Chid marriage works 
havoc with health and physique and as a Census Superintendent feel¬ 
ingly remarked ; “Thousands of child-wives march from the nuptial 
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bed Ito ftmara.} pyre, Thera is now a tendency towards poirtpone* 
ment of marriage in bettar class families, but more for males than 
females. 

There is a very large number of widows in India—mure than 9 
million—^between the ages of 15 and 40. Hindus have 124 widows, 
aged 15 to 40 per 1,000; while Muslims have only 91, Amongst 
Hindus, widow remarriage is prohibited „by religion* ^ It Serves as a 
check on the growth of population. 

The Populatioii ProWem in the West, Before the war <rf 

-45 and more so during it, the nations in the West have been 
pmmg for greater numbars. English philosophers^ have 
visualizing with dread a time when a child will be a rare 4ght* 
French have be„en offering oonoessions in education, taxation 
railway fares for larger families, but with little success, “foo 
babies’* was diagnosed by M, Patain as one of the oanses of 
debacle in France in 1940. Hitler adopted well-known totalitarian 
methods to increase a failing birth riite and skilfully mixed persua¬ 
sion and compulsion. Mussolini exhorted the Italians to multiply 
to rtacb the 60 million mark. Abortion and birth-control 
propaganda were penalized and a deliberate pro aatahst policy 
followed. Mother and child days were celebrated and prizes awarded 
for bigger families. It was emphasized that with a iallmg popula¬ 
tion one did not create an empire but became a colony. 

All these European Powers were anxious to have more numbers 
in spite of the fact that they had incrcaa ;d considerably between 
1870 and 1930, certainly much more than India, as is shown by the 
following table :— 

TABLE XII 


The 

and 

few 

the 


Country 


Population in millions 
1870 1930 


Germany ... 41 

Italy ... 27 

France ... 37 

England and Wales 23 
Europe ... 308 

India ... 265 


64 

41 

40 

40 

506 

363 


Increase per cent, 
over 1870 

66 

62 

8 

74 

64 

33 


In spite of the decimation caused by World War I, the popula¬ 
tion of ail Western countries, except Prance, increased between 1911 
and 1921 at a much higher rate than that of India. 

Malthas has beeii prove i a false prophet-—at least so far as 
Europe is ooncerped. Its papulation has increased, not in a geome¬ 
trical progression, but steadily and a further Increase is anxiously 
sought after. At the same lima the processes of material progress 
have been accelerated. There is more wealth and prosperity. 


I K G F MoCleary in tn© of fititish Dipopuluiioft„ W.i^, Keddlaway 

|in Mconomia^ of a Declining Population ucd D. v^, in PopuiuHon, Policies 
in Wurgpe, * 
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PabUe health meaBurea have pat xiatoral poattive chedn on pODula* 
tioQ at arm’s length. Famines and epidemioa are memories oi the 
past. The standards of life have shot up and man has refosed to 
breed at previous rates and in numbers desired by the rulers. 

As a oonsequenoe there are fears that industrially advanced 
oountaies will not be able to keep up their numbers. The net 
i<i^prodaotion rate in France, the UJl., Germany, Sweden and 
Austria is less than one. 

Dr. Kuokzyaski's researches also show a deoUning fertility 
in aU highly industrialized oountries in Furope. Dr. Charles proves 
lAe mCMtenoe of similar oonditions in Australia. He oonoludes, 

/ ^Whi^ver changes in mortality ensue, nothing oan arrest a 
nonrinnous decline of the population in Britain and elsewhere.” This 
dedine in Britain is not due to adversity, nor is the*e any evidener 
of an increase in physical sterility. According to Prof. Harrod 
there are two main causes for this decline in Britadn: — 

(1) The high level of prosperity and well-being that man hai 
achieved for himself. Parents often prefer to go in for a Babi 
Austin rather than a human baby, as the latter adds to thei 
economic liability, the former to their pleasure and comfort. 

(2) The use of e£ieient contraceptives. Mothers in old time 
had a raw deal. Those who went through the trials and tribulation 
of having large families were worse off in health and wealth thai 
their friends who avoided this service for society. Hence ih 
invention of efficient contraceptives induced them to throw in tbei 
lot with the better-dressed and better-fed.^ 

y 20. The Population Pioblem in India. The question is oftei 
\r asked whether India is over populated. In order to be able t< 
answer this question we most know what over-population preoiseb 
pieans. The idea ol over-population is closely oonueoteii with tb* 
concept of optimum populatioa. For every country there is ai 
ideal number which it oau maiutain in reasonable health aw 
efficiency. The optimum number is not au absolute number. I 
is relative to the economic resources and the esteut of theii 
development. If the resources have not been fully d <ve]opec 
even a small population may be excessive. If, on the other 
roaouioes are mote fully developed a larger population may h 
adequately supported. ^ 

There is a certain number which can turn the resources of tb 
country to her best advantage. If this number were less than tb 
oprimum, the per eapUa inoome would be leas than it can be ft 
the number would be insufficieat to develop the resources. It is'the 
g case of under-populatiou. If, on the other hand, there are tc 
many people, the resources are thinly spread over and then, too, tl 

** PopulaHon. OgfordTp^phint,, nn 
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fer income would be lees than it eon be. It wooM be tb«a 

a ease of overpopulation. It would mettn that tibe ntunbet of 
people has esoeeded tiie optimum. 

A distinction is sometimes made between a state of over-popidh* > 
tion and the tendency to over-population. In the case of a state of 
over population, the country is already over-populated and its per 
mpiia income is less than it could be. In this case, therefore, any 
diminution in numbers would lead to increase in per capita income. 
Bui if the population of a country increases while the per mp&m 
income is decreasing, then there is a tendency to over-populatioou 
In some countries, like India, there may be both a tendency to 
and a state of over-population Prof. Carr-Sunders has d^yoed 
over-population as meaning that there are too many people btt 
^^iation to the total production. 

Zl. Is India Over*Mpalated ? Let us now see whetls^ 
‘Tndia is over-populated. Different views have been expressed on 
this matter. There are some people who think thkt India is not 
over-populated. It is argued in the first place that density of 
population in India is much lower than in most of the Buropesn 
countries and that the natural resources of the country are unmense. 

'J his inference is certainly fallacious. Our poteutaai resources are, I 
no doubt, vast but they have not been yet thoroughly and adequately f 
exploited. When we want to consider whether a country is over- 
populated we must consider not the potential, but the actual re¬ 
sources. Considering our existing resources and the extent to which 
they have been developed, there is not the least doubt that even the 
present lower density is burdensome. Countries with higher density 
are materially more advanced and can well maintain larger numbers 
than we can with our meagrely developed resources. There are 
reasons to believe that the per capita income in India would have 
been higher if our numbers were smaller. Large numbers of pec^e 
in India earn nothing. 

SecomBp, it is contended that every successive estimate of our * 
national income has shown an increase in the per capita income. 
How in the face of it, it is asked, can there be any over population 
in India 1 We can easily dismiss this argument by pointing out 
that increase in per capita income would have been much mom ^ 
substantial, if population had not increased so rapidly. National'^ 
income has been increasing but population has also been inoiraasing, | 
so that the share of each individual is smaller than it would have I 
bem. Besides the improvement is so very small as to be insignlfioant. 

Thiriip, it is pointed out that India has suffered from* scarcity 
«f labour and that it looks paradoxical that there should be a 
■oardity of labour in an over-populavcd country. But it may ba 
pointed out in reply that there is no scarcity of unskilled manual 
labour but cmly of trained skilled labour. In view of the deploiable 
hwk of facilities for training iadustriariaboui, its scarcity is not 
surprising even though the country is over-populated. Furttor, the 
immoiaWKm of swurdty of labour is now a thhig of the past. Binoe 
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the ixnpreoedented ©oonomio depression of the ^thirties, few industries 
in India hav# really experienced any serious shortage of labour. 
What India lacks now is highly trained personnel. 

There is thus not much in the arguments of those who say 
that India is not over*populated. 


Incase we wish to find a positive proof of over-population in 
India I w© may appeal to Malthas. Scientists like Darwm have 
emphasized the universality of the law of quick multiplication as 
applied to living orgatubrns. According to Barwm, **Every organic 
hemg naturally increases also high a rate that, if not destroyed, the 
eitrtb would soon be covered by the progeny of a single pair/* 
Btnman bemgs are no exception to this ali perversive law of procrea 
tion It has been estimated that a single couple is capable of 
producing, at the present rate of increase, m 1,750 >ears, a number 
of pel sons equal to the existing world population; such is the 
prolificmesfe of nature. On the ground of such observations Malthus 
came t‘ the conclusion that unless population is checked, it would 
sooner or later outrun the means of subsistence We have seen 
that Malthus has not proved a true prophet so far as Western 
countries are concerned. But his doctrine o^irtainly applies to 
India. 

If we can show that population in India has gone on increasing 
unohcoked, then we shall have a strong presumption in favour of 
the state of over-population m India. For this purpose we shall 
have to see to what extent the various checks contemplated by 
Malthas have been m operation. These checks are .— 


(a) Lower marriage rate. In European oounines there is a 
large number of bachelors and spinsters. But in India, as we have 
seen above, marriage is universal. It is a sort of religious farman 
and social obloquy attaches to an uumarnod person. Kverybody 
in India, therefore, marries either by choice or under socui or 
religious injunction 


{b) Lowen fertility per marriage. Universality of marriage need 
increased population if only fewer children were 
b«rfi per marriage. Lower fertility could be achieved by marrvimr 
late, through deliberate self-restraint or by the use of oontraceptiv^ 
But marriages take place very early m India except m a few highly 
educat^ families. Also, far from consciously keeping down numbers 
the majority of the population are keen on having children and 
actively believe in the doctrine, ‘‘He who gives the mouth will 
also supply the food/* Deliberate checks to the growth of dodu. 
lation are thus (^nspicuous by their absence. ? ^ r * 


^ j At one time the practice of female infanticide 

prevailed in India and it might have exercised some check on mou- 
latmn> Bat no one in his senses would advocate such an ivnoble 
and ornmn^ method of checking population. All social reformers 
are happy that this black mark from India’s face has been effaced. 
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Thtis we tbiit what Malthas oailed»pr©T^eEtiire chadks do 
operate to check popalatiois in India, On the other hand^ positive 
checks like famine and epidemics have full play and are very fre* 
quent and regular visitors. That is exactly what Malthas said. 
He warned that if popnlation was not cheeked by the exercise of 
preventive checks, a country would become over-populated relative 
to food supply and then positive checks would operate to out down 
the numbers. The existence of a high birth-rate with a lower death 
rate shows that the population is rapidly on the increase. Dr. 
Hutton, the Census Commissioner, remarked ip 1031: ‘^Attention has 
already been drawn to the ffrave increase in the population of this 
country The actual figure of the increase alone is a little under 34 
million, a figure approaching equality with that of the total popu¬ 
lation of France or Italy/* Jn a similar vein Mr. Yeats talks of tho 
50 million increase in the 1931-41 decennium, an increase greater 
than the total population of any country in Europe etcept Germany 
and Russia. Although the percentage increase of 39 between 1891 
and 1941 in not very high and is less than that <jf Endaud, Germany, 
Russia, etc., yet the total increase gives a shock. Was not Maltbui 
right after all ? The high maternal and infantile mortality rates, thel 
short span of expected life, and the low per capita inc/omc are sufficient 
indications of the fact that the co untry is overflowing with people, ^ 
Students of population problems like i^r Radha Kamal Mukerjee,^ 
Mr. P. K. Wattal® and Prof. Oyan Chand are convinced that 
the Indiio population is running al ead of food supply. The 
food crisis in Bengal and continuous impoits of food grains from 
abroad clearly prove that India cannot maintain the present 
numbers. No deliberate checks are emjvloyed to restrict numbers 
Marriage is universal. There is chronic unemployment in the 
country. All thei-e factors positively point to a state of over'- 
population relative to her production. ‘‘Fertility and mortality 
in India respond to conditions of agriculture as well as public health 
in a manner unkiu^wn in the West, In Western countries the age 
composition relatively stable and dominated by the net 
reproduction rate, mortality being a negligible factor. In India, on 
the other haul, reproduction is to all intents and puiposes 
unchecked by human^ volition and the condition of harvest leads to 
sharp variations in the minor age-groupa/** Hence th^ re are 
few economists who seriously question the contention that India is 
over-populated. 

22. Remedies Suggested The fact of over-population can be 
readily conceded. Let us now examine the various remedies 
ttugg. sted. 

(u) Volfusliiry Checks^ There is no room for doubt that the 
positive checks pictured by Malthas do work in India in the 
absence of conscious or preventive checks. As a result of 

1. BUmmvm for iOO Mllhona. 

afc tho A.ll-(mlia Population Oongress, 

3. Indians Teaming MUUom* 

4. K.P,0. Series. Population, p# 33# 
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miresimilied pmrmtioa, millioBs obey the inexorable law of 
nod go '"‘to fatten the earth which ootild not fatten them. * Thie 
weeding out is a very painfal process and brings infinite snflerSng 
in its train. Poverty encourages breeding and larger numbers 
result in greater poverty. Thus a vicious cirol© is set up wMi^ has 
to bn broken through at all costs to relieve this misery. 

(<) If oral restraint Further increase in numbers must b© 
restrained. With enhanced material progress, a planned utilisation 
of natural resources and greater industnalization it would be 
possible for India to support a bigger population a hundred ye^ 
hence. Today, however, when we have just started dev eloping in¬ 
dustry and agriculture, it is espential to cut our coat according to 
our cloth and to exercise a deliberate control on further increase in 
nuixiberB. 

To depend on married couples for deliberate restraint and volun- 
taiy separation for keeping down numbers is to behe human nature 
and IS like relying on a broken stick. Other methods will have to 
be found. 

(n) Artificial Birth-mntroh The us© of contraceptives to 
control births is believed by some medical men to be harmful 
to nerves. It is also asserted that a dissemination of know¬ 
ledge of contraceptives will encourage promiscuity and immo¬ 
rality. They are further supposed to he beyond the pocket of the 
poor man In spite of these objections, however, it is essential to 
open and maintain clinics at public expense in order to initiate 
young married couples into the use of and need for birth-oontroi 
methods. There may be an abuse of this knowledge m ©ar^y stages, 
but the gam from putting a stop to the “ torrents of babies*^ will 
be far greater than the harm done. There is no other equally eiBS.- 
oacious method to keep families within reasonable proportions. Sir 
Ardeshtr Dalai, ex Member for Planning and Development, Govern¬ 
ment of India, said in a speech m Canada on July 18,1945, that a 
policy of birth-control to raise India’^s economic production and 
rational moom© was urgently needed. Mrs Margaret Sanger, the 
well-known American exponent of birth-control, commenting on 
<India*s need for birth control said; ** An attempt to raise the standard 
of living and the per capita income of the people of India with- 
out corresponding effort^ to control their fertility would be a com¬ 
plete failure.** Prof Qyan Chand also suggests the reduction of birth¬ 
rate m India by means of voluntary clinics and propaganda agencies 
until the country la able to produce more goods. 

The only cogent objection to the us© of contraceptives is that 
the intelligent and strong may use them, leaving the ignorant and 
weak to propagate the species, thus brinsring about a deterioratiou 
in the quality of the race. Such dangers are mmote m Indm, where 
the instinct for offspring is so powerful. In sucS mroumatances any 
amount of planning will only lead to a higher birth-rate itnlem 
active etepe are adopted to control numbeiiBf. The war ir teachici^ the 
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880D : ot Perish.” No activity of Ufe, wxdsl or 

ID be safely neglected. , 

The Bcienoe of engenios is in too early a stage and its apf^iea* 
on too unpopular yet, even in advanoeci oountries, to be considered 
>r India. The individual will not give up his liberty unless the 
tate uses coercion. There k no harm, however, in contemplating 
be compulsory oastratiop of those suffering from inourablie venereM 
iseases and of those who are of nnaonnd mind. 

With the partition of India into two separate dtuninioBs the 
hances of consoiousiy checking numbers are brighter in tlto India.^ 
>ominion. India is a seonlar State ; the straggle for politicid power 
n the basis of community and religion has ended. Sectional oon- 
iderations shall no more stand in the way of population {Autning 
is a whole. Besides, the impossibility of capturing political power 
hrough an increase in numbers is bound to bring home to the masses 
be internal relationship between low standards of living and tunes* 
rioted multiplication. 

(tu) Pogtponement of Marriage. Early marriages mean fflon 
lirths and deaths. Marriage at a later date would dsan fewer 
lirtlie, no doubt, but also fewer deaths. The postpmaement of 
marriage, therefore, would not serve the purpose of checking the 
increase in numbers, but it would certainly avoid the present loM 
in life and energy. Hence it is desirable for itself. 

(65 Migration. The pros and cons of emigration as a method 
}f relief for pressure of population have been considered and it has bean 
concluded that so far India is not in a position to benefit from it. 
There is not much to hope for from internal migration too. There 
is not much ** oulturable waste ” land left in India after the parU* 
tion. This “ waste land ”, too, is in the process of being ntiliaed 
through schemes like the Damodar Valley and Bhakra Dam. Pl^ 
for a better distribution of population to correct its present lop¬ 
sidedness should be undertaken for whatever little they are wolrtb. 

Other Helping Measures: I Public Health Measum. A 

smaller but more healthy population is to be preferred to a himm 
one which is sickly and shortlived. In the beginning, public heuth 
measures meant to reduce infant and maternal mortality mid to 
checkmate the devastating effects of malaria, dysentery, consump¬ 
tion and worms will not only bring about an increase hi numbsn 
but also add a potential for further increase as they have actually 
done. Such measures will, however, improve the quality of tike 
population and add to its longevity. In the long run they will sat 
at work automatic brakes to put a stop to the rapid inoraam in 
numbers. 

The problem should be tackled in all its various aspects as dis- 
ciMsed below. 

(i) More Boap&dt and DitpetuarieB. India is very defidant 
in trained dooton «nd irell*eqaipped boi^tals. At pvenmt than 
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h only 00© liospita) for about 40,000 persons in tb© ntban area© ap 
Conditions are much worse in the villages. The aooommoaatio 
for indoor patients is very inadequate. Patients have to wait fc 
weeks and months before they can fied room in good hospitals. . 
plai^ned inimase of hospitals is urgently needed. 

‘ Travelling rural dispensaries could do immense good in rurj 
areas. Training in TJnsIni, Vedic and Homoeopathic systems coni 
'%© pot on a scientifie basis and utilized to relieve suffering humanity 

{ii) Remarch, There is urgent need for research in tropicj 
diseases* Institutions of the type of the Calcutta School of Trop 
oal Hygiene could be multiplied with ao vantage. The results < 
ffuoh iwmreh should be made available in the form of drugs an 
medicines through their manufacture on a mass scale, thus eschew 
ing our dependence on foreign imports as far as possible. 

{Hi) SanikUton* The inculcation of sanitary and hygien 
habi^ both in urban and rural areas is most important. The effor 
of public health authorities will not bear much fruit till the peop 
have the will to improve. Intensive propaganda through exhib 
tions, demonstrations, lectures, magic lantern slides and the scree 
will have far-reaching effects in creating the will improve. Tern] 
ting prizes for sanitation and cleanliness in villages will stimulai 
efforts. The Bengal scheme of Circle Sanitary Inspectors may \ 
considered for all-India adoption with necessary modifications i 
suit circumstances. Trained dais and midwives may be provide 
in villages with subsidies from local aud provincial government 
Rural Health Leagues with village Bohoolmasters as nuclei may 1 
started. In fact, every weapon available to hand should be put 3 
service to ensure an intensive propaganda to reach the romotei 
village. 

(iv) Nuiriiion, —Dr, W. R. Ackroyd Dire^ctor of the Nuti 
tionai Research Laboratory at Conoor, South India, has calculate 
that a working man needs 2,500 calories of energy from the foe 
he daily consumes. The present diet of the average Fndi jn is vei 
much deficient in respect of animal proteins and vitamins, 
needs to be implemented by milk and its products and green veg 
tables to a large extent to maintain health and strength. Ignorant 
and religious prejudioe*- are only partly responsible for the pot 
diet of an Indian. The main factor is poverty. ** The prime cans 
of half empty stomachs is empty pockets.’’^ Investigations carrie 
out in different places show that as the worker's income rises h 
eats better food. The coming generations have to be more speoiall 
looked after and their vitality improved. Municipalities an 
District Boards should try to supply a certain quantity of milk t 
schoolboys in the middle of the day, 

V n. Increased Productioii* The experience of Europe hi 
shown that a rise in the standard of living automatically releosf 
certain physical and psyohologioal forces which reduce thO tendenc 
to population growth. Although the rutiomh of lower fertility hi 

MmmnU M. Food Tata fferiss in Ouifent AMsitSf p- ft* 
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not yat bean and understood^ yet there is no reason to 

believe that the aame forces will not work in India as in JBoroj^ 
once the living standards start rising. Population is not a snowb^ 
that will go on adding to itself till a catastrophe stops it. *‘Onoe the 
standard itself has become a constantly rising q entity it meets a 
check sooner or lat^, and then individuals are prone to seek a quails 
tative relief by a quantitative limitation/^ A material betterment 
by improved efficiency will produce its natural efiect on an individuaVs 
prooreat^e tendency. This betterment should be big enough for the 
average individual to take interest in his own future welfare and can 
only come tbout from a thorough planning of both agriculture and 
industry. 

{%) Agrimdiure. Increase in agricultural prodOotion needs all 
kinds of improved irrigation, by oanah tube^well or dam, Whichever 
is suited to a locality. It further needs agricultural machineiy of the 
type suited to India, not necessarily large-scale machinery used in 
the U. S. A., Canada and Kussia with their vast spaces. An intensive 
use of chemical fertilizers, rotation of crops and dry farming methods 
would increase the produce per acre and enable India to wipe off her 
present deficiency in rice. Provinces in which culturable waste land 
m available, e g., the C.P., Assam, etc., should have Land Eeclamation 
and llural Settlement Departments as in Italy for agricultural 
colonization, l^ air and stable prices must, however, be guaranteed to 
the producers either through tariffs or through international action, 
for the ultimate objective is an improvement in the standard of life 
of all classes ol people including the peasant. 

(tf) Industry. In spite of the handicaps on imports of capital 
goods, the war has enabled Indian industry to develop in many 
directions. It has been recognized that India should meet her own 
needs of processed articles and that Britain should content herself with 
supplying India with machinery and tools and goods of a finer quality 
not yet possible to manufacture in India. Production of more 
goods has become an urgent necessity to-day for another reason too, 
that of checking the spiral of inflation. Full employment, a higher 
standard of living and exports of processed commodities will ulti- 
mately relieve the pressure of population. 

111. Education. Indian masses are uaeduoated and ignorant. 
The 1931 census literacy figures show India to be the most backward 
of all nations in this respect. 

No amount of pr jpagania can check numbers unless the impetus 
comes from the people themselves Population will run up to the | 
increased means of subsistence so long as edao*tioa and birth-control , 
schemes do not work simultaneously. dLeace tree oompulsiry primary ^ 
^uoation abng with a comprehensive plan for eduotting adilts' 
is essential. The scheme of *hiaoh one, teach one/* should prove 
Very useful here. No scholarships and fee ooncessious Bh^^jld be 
panted ^ stud ants in coileges till they undertake to mare Iteo 
persons literate. Russia has worked miraoles by a planned aystem 
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of ednoatitni in o short period of time. For India the 1041 oenaos 
showed a 70 per oeot increase in l!tera <7 over the 1031 figures, 60 per 
Dent f(»r nules and 1.50 per cent for females. With such growth in 
literacy there is no reason to despair, for the ball gathers momentum 
as it travels further. Things are bound to improve and brakes will 
apply themselves automatically to the “torrents of babies” visualized 
some pessimists. 
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CHAPTER HI I 

SOCIAL AND RELIGIOUS INSTITUTIONS | 

L The ImiKirtaKice of Social to»titulioiui in Economic Life* | 

Economic activities are intimately mired up with social and cultural f 
and cannot be isolated. On the other hand, man's character is I 
influenced by his everyday activities. As l)r. Marshall says : “The | 
two great forming agencies in the world have been the religious and ^ 
the economic/' The industrial and commercial life of a community p 
is thus a necessary corollary of its religious and cultural mstitutions. | 
This thing is perhaps more true of India than of most other countries. | 

2« Religion in India. Religion has always been the dominant | 
force in the life of people in India, it has shaped and will continue ( 
to shape the course of Indian history. There is no aspect of life here 
which has not been coloured and moulded by religion. The differ* f 
ences of sect and form are ouiy on the surface like ripples and waves ^ 
on waters that run deep. There is the same deep water, deep as the ' 
ocean, of religion in Indian life, * 

Very often religion is covered over by ritual and shibboleth, the j 
true meanings of which are lost in the mists of time* Sometimes it 
has degenerated into an opiate) instead of serving as a stimulant for 
morale which is its purpose. Then it needs relorm. But one of the j 
central elements in Hindu religion has always been the attainment of 
mastery over “seif" through renunciation and penance. This is poles ; 
apart from the mastery over “matter" which the West has inculcated. 
Scientific and economic developments have brought about great ^ 
material progress in the West but they have neither abolished poverty 
nor mad© men more happy. On the other hand, “we have had the 
bread-lines in many cities in the shadows of skyscrapers, and of 
storehouses of food bursting because there have been no purchasers, 
Mechanization has reduced the need for labourers and made many 
jobless. The gulf between the poor and the rich has widened to result 
in strikes and boycotts. The two recent world wars have utterly 
disillusioned the thoughtful and laid bare the inherent weakness of 
Western materialistic culture. 

Indian religion, and here we refer to Hinduism, has often been 
blamed for its unprogressiveness. The lack of progress on Western 
lines and the absence of a keen straggle for existence on the Western 
aoaJLe are supposed to be the results of Hindu spiritualism. It has 
become a fashion with some university students to reject religion but 
it is neither common nor has it penetrated to the masses. This 
oritioal revolt is serving a healthy purpose in that it is moulding 
Hinduism to changing circumstances and relieving it of many ir¬ 
rational inhibitions with which tradition and custom have cluttered it. 

I, Miller -—Bmnninga o/ p. 92. 
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I B k not Indian apiritualkm that is tho root cause of pessimifuai 

f and jpoverty in India Tte truth in religion teaches energetic endeav- 
4 our for a better physical life and not renunciation. To be in the world, 
J to serve it, to earn wealth, to utilize it for the benefit of the many and 
, to attain a spiritual destiny,—these are the ideals beiore an average 

^ ^dian* To get the^best ol both worlds, the physical and the absolute, 

is not an impracticable end from the Indian view-point. 

Tho causes of Indian poverty and pessimism are difiarent. 
India is a tropical country with virulent diseases. The span of 
human life is short. Drought, famine and malaria have engendered a 
gloomy outlook, foreign invasions and alien domination have added 
to the depressing effect, it is these things that are responsible for 
t^e hopeless outlook of the masses in India, and not religion which 
, is her glory. It would not he an exaggeration to say that in the 
future Indian religion will serve as a leaven to tone down Western 

I materialism and work for the greater contentment and happiness 
uf the whole world. 

3. Social Institutiom—The Caste System* One of the oldest 
f institutiona in Indian society w the caste system, its roots are 
I ^bedded in thejhoaiy past. The tree still flourishes to-day, not with 
[ its pristme glory, but strongly enough to throw a far-reaching shade. 

^ The Hindu still largely obeys its taboos and iis sanctions. Inter* 
marrying between diflerent groups, even inter-dming with members 
of the inferior groups, is not permitted. No reasons are advanced 
^ but there are certain things that are not done. Age-long inhibitions 
stand in the way. The Imperml Gazetteer of India vividly desori- 
^ bes the idea : “Birth determines irrevocably the whole course of a 
man's social and domestic relations and he must through life eat, 
drink, dress, marry and give m marriage in accordance with the 
usages into which he was born.“^ 

The same authoritative tome defines caste as a “collection of 
Ismihes or groups of families bearing a common name, which usually 
, denotes and is associated with a specific occupation, claimiag 
oommem descent from a mythical ancestor human or divine; profess- 
ing to follow the same oailmgj and regarded by those who are com¬ 
petent to give an opinion as forming a single honogeacois com¬ 
munity.'** 

Origin of Oaate. Many eminent writers have tried to fin 1 < how 
^ caste originated but no scientific conclusion has so far been arrived at. 
f Dr. Bfarshall writesi “In early times when religious, ceremonial 
f politicsal, military and industrial organizations were intimately con- 
Ueoted, and were indeed different sides of the same thing nearly all 
tbosa nations which were leading the van of the world's progress 
found to agree in having adopced a more or less strict form of 
haste/** Oaste normally developed with the Aryans wherever they 

I 1. yohi.p. sssT " ' 

1 Ihid,p.aia. 

I a. a/ p. S44, lesS MdiUm. 
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went aud aettled : in Greece, Rome and India. Contacts with the 
abori)?fnaI races who were relegated to an Inferior position resnlMI 
in racial discrimination. 

James MilP belleTes that caste system developed as the result of 
the need for a svst^matio division of labour. The Brahman and the 
Kshatriya usurped the superior position with the passage of time 
as their functions were paore important and, for the same reason, 
their pos tion grew to be hereditary. In the beginning, t^e castes 
were not so many water-tight compartments aSl movement from 
one to the other was possible. Later, as vested interests grew stronger, 
caste grew more rigid until it was absolutely impossible to cross 
from one group to another. The four functional caste groups are 
teaching ard preaching which made the priest-caste ; administration 
and protection; agricultural and commerce; and service and manual 
labour. Thesr corresponding names are the Brahman, the Kshatriya 
the Vaish and the Sudra. 

Demerits of Caste. Caste s^T^tem possessed a great many merits 
when it was initiated but with the growth of vested interests its 
divisions grew rigid and most of its merits vanished. Lack of 
flexibility is responsible for most of its faults. **A caste,says 
Risley, ‘‘is an organism of the lower type: it grows by fission, apd 
each step in its growth detracts from its power to advance or even 
to preserve the art which it professes to practice/*® Br, S. Radha- 
krishnan also voices the same opinion. Says he : ‘^Unfortunately 
this device^ to prevent the social organization from decay ult^matel^ 
presented it from growing.’*® 

Today caste stands fn the way of the economic progress of the 
country. It debars people from taking up professions for wlhieb 
they have inborn aptitudes and puts many round pegs in square 
holes. It obstructs the mobility of labour in the country as people 
of higher castes can neither mix nor work with those of inferior 
ones. Caste strikes at the roots of the solidarity of labour, being 
hssiparous in eflfcct. It creates heterogeneous groups in the same 
factory and impedes the growth of strong trade unions which are 
very desirable in a country ambitious of industrialization, for they 
bring about eJavSS balance of power and promote industrial peace. 

This crazy “patchwork quilt'* with no warmth in it is mainly 
responsible for the political disunity of India. In its later stages it 
developed a superiority complex in the upper castes which resulted 
in India’s “Untouchables’* and her “Unapproaohables” in the South. 
After meting out inhuman treatment to the so-called depressed 
classes the average Brahman gives himself a pat on the back and 
feels that he ha** added to his holiness. The idea of human 
is wholly non-existent. The Hindu agriculturist is averse to the 
use of bone and fish manures on his lands for fear of losing cast© 
and being boycotted by the village society. On similar grounds, 

1. Father of »Tohn Stuart Mill. 

2. Eisley—People p. 270. 

3. Indian Philosophy^ Vol. X, p. 113^ 
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tfa© Tise of certain kinds of food, like meat, is forbidden for 
people, thtie giving them an unbalanoed diet and a weak body. 
Con««tant inter-marriages in the same small group are responsible for 
a deterioration in health and physique. 

Achie^menU of Omte System. The planning of society in the 
past paid less attention to the individual than to the group. Caste 
meant the partial sacrifice of the one in the interests of the many. 
Personal greed and aggrandizement were at a discount, while s^ial 
stability was at premium. Caste has been defined by its admirers 
as “ancient time-tested scientific socialism maintaining the balance 
of power between the vocational classes/’^ 

It was caste wiiich was responsible for the development of an 
autonomous villaorganization with the Panchayat as the pivot of 
its body jiolitie. The Fanchayats have shown great vitality and 
provincial governments are making efforts to revive them in the 
villagevM in their pursuit of rural uplift. 

To divide society into groups and initiate a simple division of 
labour was a great brain-wave. It brought, method and order out 
of chaos and resulted in groat economic advancement. In fact it 
pui the Aryans in the van of progressive nations. There was no 
need to find an oceupalion for a vonng entrant into life. His place 
was ready Ihe moment he was horn. As he grew up be had all the 
opportunity he needed to learn his art in the most sympathetic school 
he could go to—the parental school irhrrit^'d net only his 

father's j)ropertv, but all his skill and ciaft and passc*d them on to 
his Hon in his turn. “Thus was the ancient tradition preserved, 
social tranquillity safeguaidf d, civic and economic welfare secured, 
individual happiness and conteniraent promoted.Caste killed 
discontent. The idea propagated was that everyone was born 
according to his actions in bis past incarnation and had to occupy 
the place he was destined to. There was, therefore, no occasion for 
iealousy cf those vho wrrt^ better placed in life. Thus cast© 
minimized class eonfiiet and served as an insurance against the 
uncontrolled working of economic forces v hicb have resulted in much 
evil,® 

Condttmon. The new forces ur leashed in India by Western 
contacts have been working hard to destroy the caste system. The 
urban areas have grown more bberaJ-minded due to large influx of 
immigrants from all over the country. Inherited professions, being 
incompatible with modern demands* have had t^r) be discarded. The 
educated classes have led the revolt against the bonds of caste 
system. Tiio}- ooenlv scoff at the taboos which religion and caste 
place on their actions and have no hesitation in “inter-dining^^ with 
idl sorts of people and eating all kinds of food. 

Tlie railway and the bus have worked effectively towards the 

1. Bhagwan Tyn&<i^Aneieni vs. Modem Scientific SociaU$in, 

2. R.P. Masani on Caat^ in CPhe Legacy of Inma, Ed. Garrett, p* 15L 

?. Masoni—Ibid. 
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hraolcdowii of ontoaohabiHty and onapproaohability. High- a&d lov- 
oaate people are all crowded together in third olaes oompartmenta. 
They have perforoe to appease hanger and thirst with the Idad 
of food available on the railway platforms without the "oeoeaaaty** 
bath to remove pdUation. 

The reform movemmits in the Hindu religion itself have woricod 
in the same direoHon. The Arya Samaj, for instance, recognizes no 
caste, and approves cd inter-caste marriage and inter-dining. In 
North India Sihhism has been a very strong force to destxoy 
social taboos and to recognize human equality. Idam has also 
contributed its share in undermining caste all over ^ndia. 

It wit] have to be admitted, however, that those who fifty years 
ago, believed that the system was already on its last legs and pre¬ 
dicted its speedy submorgenoe, have been proved false prophets. 
Caste is still a potent force in the lives of millions. Caste has stood 
the test of centuries but in course of time has grown many harmful 
exoresoenoes. Lopped of these it may still prove a useful institution 
and "secure social efSoicney on the democratic and sooialistio 
principles of class collaboration and the rule of law.’’^ 

4. loint Family System- The typical joint family oonsistB of 
a father, his sons and grandsons, together with the oorresponding 
women-folk until some of them are married off and enter into other 
joint families. Jointness is the normal condition of Hindu society but 
partition can be had on demand. So long as the family is undivid¬ 
ed. it possesses a common kitchen and property. The earnings of 
aD the members are pat in a common pool out of which the needs 
of every member are defrayed The seniormost member of the 
famUy controls and condnots affairs with the advice of others but 
his voice is final. 

DemerUa of the System. The junior members of the joint 
family feel no responsibility and are apt to be improvident. They 
borrow from the Bania recUessly on the credit of the family. At 
the time of marriage or death in the family and at other religious 
ceremonies like the "Mundan" and " Janeo,” there is a great deal 
of waste, often resulting in indebtedness. 

As food and dress are assured without bard work in the joint 
family system it is bound to grow a good many drones. In fact 
this is the strongest argument against any form of communism. 
The total family income has to be spread over a far larger 
number of claimants than in the West. The power to save Is impair¬ 
ed and the aocnmolation of capita] small. Besides, the burden of a 
large famUy deters a man from pioneering new enterprises and 
launching into risky ventures. In such uncongenial surroiindings 
it is impossible for individuals to develop initiative. 

MerOa. The world is to-day satiated with uncontrolled 
capitalism. All eyes are set towards the bold experimmut of socialism 
te Soviet Eua^. The theory is not new to the world. The germ 
is contained in the Hindu joint family where every member worica 

l. Maisaal^Op. cit.7l»ri6l. ~ ' 
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Acoorfing to capacity and constimcs according to need* The strict 
Bussian model is not suited to conditions prevailing in many 
countries* but the Indian institution, according to some* can be of 
universal application. Its introduction brings no travail, no blood¬ 
shed in its train and yet in a way it is as thorough —it provides for 
everybody. It promotes the spirit of co-operation and unselfish 
service. The family is the nucleus and its motto is ‘‘All for one and 
one for aU/* 


The curse of uneconomic holdings does not arise so long as the 
family’s landed property remains undivided. It is the spirit tf indi¬ 
vidualism that has brought about the partition of ancient holdings 
with increasing frequency. The joint family has been called *‘an 
anachronism But according to some, it is the only possible remedy 
for uneconomic holdings—the most ruinous fault in Indian agri 
culture. It makes possible ^^joint farming of the inheritance without 
partition.”^ Co-operative farming, however* can serve the same 
purpose, and it is preferable since it does not involve the disadvan¬ 
tages of the joint family system. 


Conclusion, The joint family system is disintegrating rapidly 
•—much more rapidly than the caste system—due to the great 
increase of population in India and the spreading of Western 
education, thought and culture. The old respect for the patriarch of 
ibe family is disappearing while the bonds of family discipline are 
loosening. But the principle underljring the system is a valuable one 
and should be taken advantage of through multi-purpose co operative 
societies. 


S. The Laws of Inlieiritaiice and Succession. Succession 
long Hindus is governed by the Mitaksbara and Dayabhaga schools 
of law. The Dayabhaga form ia peculiar to Bengal, the Mitaksbara 
is prevalent in all other parfcs of India. 

(i) The MUakshara system. Under this system the ancestral 

n )erty is owned and enjoyed by all members of the family aa a 
y. The head of the family is only a manager for the time being. 
He has no right to dispose of the property without the consent of all 
the male members. The family is a oorpor&tioa in which the righto 
of individuals are not defined or ascertained. In case of a meml^r’s 
death there is no succession to his share. It automatically becomea 
the property of the survivoTs. The family remaiuB joint tfil thera 
\a a patt\t\on of ancestral property. ViWv me\x a t\i\n% happam^ 
the sons have equal rights with the father. 

{ii) The Dayabhaga, Under this system* the head of the family 
is absolute owner for his life-time and can dispose of the property 
as and when he thinks the family’s good requires it. Under this 
law there is suoeeRsion even in joint property and a dea 1 member’s 
share goes to his heir. There is no partitioning between father and 
son, only between brothers. 


Jatbar Beri— Woonomics^ yd, I 
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Undar botb systems of law females have i^t> right to aohes ral 
properly* Both the systems are onaaimoos m givmg tbO head 
complete rights over self-aeqaired property* f he law of primogeniture 
does not obtain m India^ except la the case of rulers of States and 
some big eimiadar estates m which partition is not allowed and the 
eldest soa succeeds to the whole property. But generally, ‘oor orate 
property is the rule in the East, Individual property is the rule m 
the Weet/^ 

(tfi) Pie Muslim Law, Islamio law gives a share of the property 
to females as well as to males though not on an equal basis. But in 
actual practice in most provinces the customary law of Hindu origin 
is followed even by the Muslims. There is a growing desire now to 
introduce the Islamic law of succession, 

(if;) Ecommie E^ecU of tits Laws of Succession. It cannot be 
denied that both Hindu and Muslim schools of law are equitable. 
They make no distinction between the first-born and the last*'born 
at the time of partition of property. Thus they save people from 
futile heart-burning. Under these laws every one gets a start 
in life and a self respecting middle class is fostered, 8u^ % middle- 
class serves as the backbone of both society and government. In 
the village self-reliant peasant proprietors serve as the best defence 
against foreign invasion and internal disorder. That an individual’s 
share is small is all the better; a email share provides an added 
incentive to hard work and self-help. The evils of capitalism are 
avoided and wealth is more equitably distributed. 

The laws of succession are responsible for a good many evils too. 
Land gets sub-divided into smaller and smaller pieces^ till it is 
absolutely uneconomic to cultivate, Sub-division brings fragmenta¬ 
tion in its tram—as great an evil if not a worse one. i'he law# 
encourage litigation which wastes time and money. They abo 
hinder savings and discourage large-scale enterprise, 

6* Panchayato in India. It will not be oat of place here to 
study the funotione of Fanobayats. In oldeu times they covered ail 
aspects of life in tbe village. .As tbe result of centralized Oovernment 
they lost much of their power and usefulness. Beoently, however 
eSorta are being made to resuscitate them. In tbe Punjab the 
Village Panohayat Act was passed in 1939. It is proposed to amend it 
in East Punjab 80 as to bring it in line with tbe U.P. Panebajat 
> liaj Act which has been called ‘one of the greatest experimeata ia 
, rural demooraoy and deoentraiization. Kaet Punjab has already 
[ 4:,490 Panobayats and 6.000 more are intended to be added. 

k The Panobayats have both administrative and judiidaJ 
I fonotiona. 

1 Their administrative duties are more or less like tlm duties of 
Muuioipal Gommittoes and they look after and are interested ia 
the aspects of oommuuaiafo in tbe village, e.p„ agrioaltiue. trade, 
induatiy, health, festivals and means of oommonicatiitm. 
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SVam the jndioial point of view th^ heve poxmm of the lower 
Civil and Criminal Coorte muI they oan try simple offmoes Uke 
theft, trespass, simple hurt, eto. They also take into oognixanoe 
breaches of the Primary Ednoation Act, the Cattle Trespass Aot, 
and the Vaooination Act. They oan impose fines up to ]^. 60. It 
is proposed to enhance these powers up to a fine of Rs. fi60. 
Sel^t^ Panobayats may be allowed to hear snits when the value of 
the debt does not exceed Rs. 500. 

Appeab from the Panohayats in Civil oases lie to the District 
Magistrate and in Criminal oases to the District Judge. 

The village “Panohayat-ghar'* servas as a meeting-plaee for the 
village community and as a cultural centre, it also houses the 
village library and reading room and may have a battery>radio set 
installed if funds allow. 

It will thus be set n that the Panchayats oan play a very 
important part in the social life of the Indian village. The villager 
will realize bis own strength and oollective power and the minions 
of law will not be able to bully him. He will start on the high road 
to democratic power and exercise it as a citizen of the village 
republic. 

SuggestsMw for furtiiM rmdiag 

1. RIsley—Tfae People of India. 

2. MiUer—The Beginnings of Tomorrow. 

3 R. P. Masani—The Legacy of India. 

4. Bhagwan Das—Ancient Feretis Modem Scientific Socialism. 

5. Badhakrishnan—Indian Philosophy. 

6. The Punjab Village Panohayat Act, 1989. 

7. U. P. Panohayat Raj Act, 1947. 



CHAPTER IV 

A GENERAL SURVEY OF AGRICULTURE 

L Plact Agrieulture in lodian Ecomnny. After studying 
thepbysioal and sootal background of India we are now in a position 
to discuss her economic problems. They are of ail kinds—agricul¬ 
tural, industrial, monetary as well as those pertaining to banking, 
trade, transport and prices. Let us start with agriculture. 
The importauca of airiculture to India can hardly be 
exaggerated. Every two persons out of /Aree are directly 
engaged in agriculture, and many more are indirectly 
maintained by it. Thus a very large majority of the people depend 
on it for their livelihood. It supplies them with fo(^ products as 
well as provides raw materials for their industries. It is a source of 
employtjueut for the trading classes and revenues for the Qoveri^ 
ment. Thus the prosperity of agriculture is synonymous with the 
prosperity of India and her people. 

Unfortunately Indian agriculture is far from prosperous. Far 
too many people are engaged in it, wasting their time and energy. 
This overcrowding is one of the major problems of Indian agricul¬ 
tural economy and the pity is that it is on the increase. In 
1901, only 07*4% of the people were buj?y with the production of 
raw materials. In 1921 the number increafied to 73%, That only 
66% are shown to be doing this work in the Census Report of 1931 
is due to the adoption of a different method of classification. 
Otherwise this number might well have been 73 or even 75%.^ The 
gravity of the problem of increasing pressure of population on land 
is also apparent from the fact that whereas 17*5% people were 
employed in industries in 19fl, only 16 3% were so in 1931. 
Obviously the increasing numbers have not been absorbed in indus¬ 
tries and handicrafts and have been thrown upon agriculture. The 
pressure on land has thus resulted in the serious problem of sub¬ 
division and fragmentation and in the appalling poverty cd the 
miuises in India. 

2. Inadeqiuite Praduolioii- Although such a vast majority of 
the people IB engaged in agriculture and about 80% of the total 
area is also under food crops, yet India is unable to feed her own 
population at even the current low standards of living. Before 
1914 In^a exported food grains, while to-day she actually imports 
between 2 and 3 million tons of foodgrains per annum. It is seen 
that while the population of India (excluding States) incHreased from 
257 million in 1931 to 296 million in 1941, the total production of 
^i^gratns actually decreased from 49*1 million tons in 1929-30 
to 47*2.inillion tons in 1939-40. 

1. Indisii Finance 1843 p. 261-2 quoted by Wadia and Msfohant op. oitad* 
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8* MUbitiritioB and Povarty. Not only is the quantity of food 
available in India inadequate, but quality is also unsatisfactory. 
The people’s diet is unbalanced and there la a chronic deficiency of 
proteotiva foods like milk, fruits, vegetables and eggs. The result 
is a high incidence of disease, heavy mortality, and low longevity. 
These factors in their turn react on the efficiency of the agri¬ 
culturist and result in his dire poverty The average income of an 
Indian was estimated to be Bs. 65 per annum in 1931-32 and that 
of an agriculturist Was still lower. Even in these days of inflation 
and high prices the income estimates are ridiculously low,^ Univer* 
sal poverty has resulted in universal indebtedness. Only a very 
small minority of the Indian people enjoy amenities like medical 
reliel and education which are considered to be their birthright by 
people in other lands, 

4* Tlwi Role of the State, When the people are ignorant, it 
is the duty of the State to come to their rescue. Unfortunately till 
recently India had an alien (Jovernment who were more interested in 
protecting British interests than Indian. They went even further 
and actu^ly pursued jjoiieies which ruined our handicrafts and left 
the peasant helpless. Faced by recurring famines in the closing 
decades of the last oentuiy^ and pressed by their revenue require¬ 
ments, the Government did intr<iduce a few halting measures which 
brought some relief to the agriculturist. Improved seeds, manures 
and implements were introduced. Efforts Were made to improve 
the breed of cattle. Irrigational facilities were extended. Steps 
were taken to relieve the burden of rural debt by regulating the 
activities of moneylenders and through co-operative credit. 
Some attention was given to the problems of marketing and con¬ 
solidation of holdings A Rural Eaeonstruotion movement was also 
initiated during the critical years of the economic depression. But 
all these efforts failed to raise standards of the rural masses to any 
appreciable extent The reason was that instead of tackling the basic 
causes of the disease, the State in India merely attacked the symp¬ 
toms. The basic problem was left untouched. 

S. Tbe Basic Pnriblaiii* The basic problem of Indian agriculture 
relates to the ownership and distribution of land combined with the 
absence of alternative occupations to absorb the surplus population. 
Thus, fitstty a high proportion of the land, it in the h#nd8 of large 
owners who are mere rent receivers and contribute nothing to its 
devrfopment. Secondly, there are far too piany people engaged M 
the cultivation of land than are necessary for its proper exploitation. 
This has reduced the unit of cultivation to ridiculous proportions. 
Not only are the holdings small bat they are scattered in fragments 
due to the operation of the existing laws of inheritance and sucoes- 
skm* Thus the cultivators have neither the incentive, nert* the 
camoity for better methods of agriculture. Hence the productivity 
of land per acre is low. But it is still lowef per man because of 

I, S#s Chapter on NatfonaC DtvidSSd, 
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presEore of popolatioD on land. Universal poverty under these 
conditions is surely inevhtable. 

6. Hie Way Out. Th^ above anaiysiit will indioate the way oat 
of this d ifficult sittiatioo. Three separate steps are indicated. 

Firstly, The actual tiller of the soil must have the incentive 
to put in his best efforts. This means that he must be sure of reap¬ 
ing the full reward of his labour. Thus either he should own the 
1 fcid ihat be cultivate^ or he fbculd be ensured of holding it for an 
adequate period of time. Further, the demands of the State and the 
landlord should be reasonable and be fixed over long periods. 

Secondly. The unit of cultivation must be increased. Merej 
consolidation of a email holding is not enough. lor scientific agri* 
culture large-scale mechanical operations are necessary. On© method ia 
abolition of private ownership of land and its collectivization. This 
may involve insuperable difficulties under Indian conditions where 
private property is greatly cherished. Another method is pooling 
of piivate ownership without its abolition. We shall study thaim*^ 
plications of this suggestion in due course. 

Thirdly* New employments must be found for the surplus 
population both in the villages and towns. This implies a policy 
of all-round industrialization both on the small and large scale. 

7* The Need for a Planned Economy. No agricultural pro¬ 
gress is possible without a simultaneous development of Industry in 
the widest sense of the term. With Industrial and agricnltuiul 
development are closely connected developments oi transport, trade, 
banking, currenc), etc. AH must be tackled simultaneously for any 
results to be aciueved. Hence the necessity of Central guidance 
and control. The laissez fairs system is wasteful. There is an 
argent need for planning the whole economy of the country as 
well as its each separate aspects including agriculture. 

We shall now proceed to study the present unsatisfaetary 
position of agricultural production in India, 

8. Distiibutioii of Area. There is a general complaint 
in India about the paucity, unreliability and obsolete oharacter of 
published data* This complaint is the greatest in agricultural statis¬ 
tics* The paucity is mainly due to illiteracy of the rural population 
and tii© inefficiency of collecting officialei* The total area d/ Jndia 
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and Pakistan in tka year 1045*46 was distributed as fallows ;— 

la Milliont of Acres (Percentages in WUi letters) 
194&46 
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We can draw the following eonclusiOOB from tfie above 
table :— 


(1) Inclusive of forests 31% of the total area is not available 
for cultivation, and if fallows are included 40 per cent comes under 
this category, 

(2) About 17% of the area in the Indian Dominion is 
cultivable waste laud. Due to chronic deficit in food supply, stre* 
nuous efforts are being made by the national Government to bring 
under cultivation ms much of this area as possible by multi* 
purpose projects and irrigation schemes, 

(3) Only 10% of the area in India is irrigated* the rest 
depending on rainfall. Hence a very small proportion (16% for 
both dominions) is sown more than once in a year. 

(4) The net sown area in the Indian Dominion is 171 million 
acres which cornea to about one acre of the agricultural population 
aad about three-fiftbs of an acre per head of the total population 
on the basis of 1941 census. If wo take into account the increase 
in population today (1948) the area per head must work out at 
less than half an acre, 

9. Relative Imiiortaiice of Crops, Of the total town area (in¬ 
cluding area sown more than once), amounting to 248 million acres 
in 1940 41, 80% was under food crops and the remaining 20% 
was under non-food crops. Foodgraim alone accounted for 
W per cenl of the total* This indicates the unsatisfactory state of 
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our eoonotny. Three>quArter8 of our population and four->fiflil»i of 
our cultivated area are busy produdcg fora but still it is bot raougb 
for the people and the Indian Union has to import huge quantity 
of rice and wheat amounting to more than 2 million tons 
abroad (2*8 million tons in 1948). 

The following table indicates the relative importance of princi¬ 
pal crops grown in India and Pakistan. 


FOOD OEOPS IN & ONWABDS. (IN LAKHS OF TONS) 


Indian 

0nioii 

s 

& 

4«9qM. 

L __ 

Jowar 

Bajra 

i 

i 

.a 

I ^ 

ij 


§1 

O j 

<*» 1 
1 

Sugar- 

Cana. 

1945^46 (Fmalj 




f 


1 


J 



1946-47 (Bevised 

185 

59 

66 

27 

21 

12 ! 

20 

31 1 

431 

46.6 


198 

47 

53 

27 

20 

16 j 

24 

36 I 

[420 

49 

1947<*48 (Foteoaat) 

18S 

53 

f>7 

26 

|21 

14 j 

t 

26 

43 

i 

;42() 

63 

Fakiatari 

1945-46 

1 

82 

1 31-2 

2*2 

1 

5 

L„j 

1 4*S 

i 

i 

1 

{ 

1 2 

6 2 

I 1 

|l32 j 

i 

1 

9 


NON-FOOD CHOPS IN 1946-46. (IN LAKHS OF—) 
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From the above table it is dear that food crops, speoiaily rice 
and wheat, are more important from the point of view of production. 
Later on we shall see that cash-crops like cotton, jute, tea and «ril- 
aeeds (specially ^undnuts) are important from the point of view 
of exports to foreign countries. 

The Foodgrains Policy Committee in their final report of 1048 
estimated a total production of 40'4 million tons of foodgrains in 
India in 1947-48 against 39*5 in 1946-47. This estimate inoludea 
Indian States and Hyderabad. The partition of the country and rise 
m population has increased the dependence of India on imports of 
foodgrains iKon foreign countries. 

10. Study of Food Crops. A word may now be said about 
each of the principal crops produced in India. 
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{♦) Mine. Bioe is the most importMt crop of India. It is 
groim in l6w-lyiiag, well-watered, tropical regions* It is a winter 
ciop and is harvested from December to January. Different varie¬ 
ties of rice are grown in different parts of the country according to 
local conditions. In Bengal, for instance, there are two harvests— 
the Aus or the early crop, and the Aman, the later crop. Ans requires 
less rainfall than Aman, m coarse and is eaten by poorer classes alone, 
In case the rains fail, it also serves as a provis^hm against famine. 
In deltaic swamps, r ce is practically the sole food crop. 

In 1945-46 in th^ area covered by the Indian Union now, 68 
million acres were under rice, producing 18 million tons, against 
Pakistan’s 22 6 million acres producing 8.2 million tons. The area 
under rice is the largest under any single crop. 

Since the separation of Burma, India has become a not importer 
of rice. In 1939-40 she imported 1*8 million tons* of rice, mostly from 
Burma. India’s produce of rice per acre is low and has been d^^clin- 
ing Experiments in manuring and watering are urgently needed. 

There has been a serious world shortage of rice in recent years. 
The world production before the war was 200 million tons. In 1945 
it was only 168 million tons. A world conference has been studying 
the problem of production and distribution of rice every year since 
the end of war under the auspices of the Food and Agricultural 
Organiaation (P. A. O.). 

The Indian Dominion has been allotted considerable ({uantities 
of rice and wheat e\ciy year by the F. A O. but the prices ])aid 
have been very high. It has been estimated that the total 
imports of rice and wheat in 1948 were 2*8 million tons and their cost 
Rs. 110 croras, but as the Foodgrains Policy Committee remarked in 
1948, '*It is clearly impossible <o go on buying them at anything 
like the prevailing prices in the quantities deemed to be necessary.” 


(n) Wheat. The total area under wheat in 1945-46 in the 
Indian Dominion (present area, including Hyderabad) was 24‘4 
million acres which produced 6 million tons of wheat against Pakis¬ 
tan’s 10*4 acres and 3*1 million tons of wheat. From these figures 
it is obvious that whereas an acre in Pakistan produced more than 
8 maunds of wheat, in India it produced only 7 maunds. Further the 
produce per acre differs greatly from province to province, being 
882 lbs. per acre in Bihar, 728 in the Punjab and 231 in Hyderabad. 
Even our best is much less than 1,140 lbs per acre in Europe, 972 in 
Canada and 846 in the U,S.A. Thus there is scope for improvement in 
India if poience comes to our aid and our agrarian economy is sui¬ 
tably organized. Dr. Bums has estimated that the annual loss from 
rust is about 5% of wheat produced in a year when there is no epi- 
demic but in badly affected places it comes up to 100%. Rust- 
resistant varieties need to be evolved. Another disease, smut^ has 
also to be dealt with, it can be through the hot water 

treatment devisid bv Prof.Luthra of the Punjab Agricultural Depart¬ 
ment* Irrigation, manures and rotation of ^oropa will inoreait our 
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1914 India exported some wheat, but now she impiorts ii 
The ocmdition is^ however, net desperate in spite of the present 
acute shortage* Area under wheat oan be increased as well as pro* 
duce per acre improved, 

(Hi) Barley, indian Union has about 6*2 million aoires under 
barley, 2/3rd being in the U, P , the rest in Bii ar and East Punjab. 
We produce about 2 million tons, against Pakistan’s one lakh tons*\/ 
This crop is more of a cash crop than food crop, being mainly used 
for making malt* It is used in India for making beer and is also 
exported to the U.K. and U.S.A. 

(f'd MiUets (Jowar, Bajra and liagi). Total area under ^millets 
in the Indian Union is about 6(5 million acres (including Hyderabad). 
They are grown all over the e juntry but more commonly in the dry 
areas of Bombay, Madras, H;\derabad, the C*P. and theU.P. They are 
a Kharif crop and need more water than what the S.W. monsoon 
brings. As the result of ex]K riments at Lyallpur, Nagpur, Coimbatore 
and Indore improvted varieties are now sown which give a higher yield 
per acre. 

They are the mainstay of the poorer classes in the country. 
Bajra has more fat and a higher oalonfic value, while ragi contains 
more calcium than whc'at Jowar will always remain one of the 
maiii crops of India in areas of less rainfall. Hence further research 
m dry-farming metltods with measures against smut and birds will 
increase the total produce without any increase in area. 

Millets arc also useful fodder crops. 

(v) Various pubes like gram, urad, masur, moth, matter, 
urhar, etc., are grown throughout the country and form an essential 
part of the diet of the people, dram is the leading pulse and is 
mainly grown in East Punj b and the U, P. In 1948, gram occupied 
L> million acres in the Indian Union (including Hyderabad) and 3 
million acres in Pakistan. The yield in India was 3*1 million tons, 
in Pakistan 0 million tons. The range of variation in the yield 
per unit in different parts of the country is great, being only 50 lb. 
in Bombay, 500 lb. in Gujarat and ),200 lb, in the Punjab. 

In 1940, a special committee was appointed by the Imperial 
Council of Agricultural Kesearch to co-ordinate research on the 
pulses of India and to develop in each case a seed variety and develop 
(dher conditions like mixed cropping and manures which would 
increase the yield. The fodder value of the pulses is not to be sneex* 
ed at. 

(vi) Maite. In 1945-46 there were 8 million acres under make 
in the Union of India, which yielded about 2 million tons of grain 
against about 4 lakh tons in Pakistan. The main producing areas 
are the U. P. and the Punjab. Maisse is an important foodgrain for 
the poorer classes in Northern India. The stalic serves as fodder. 

S^igarcane, Ar<ja under sugarcane in India is larger than 
in any other country oi the world. In recent years, the protection 
that the sugar industry has been enjoying has stimulated the pro¬ 
duction of sugarcane. Today there are about 3T million acres 
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mder sagarottae in tlie Indian Union. The chief awe^gtanteg IJW* 
rimm are tihe U. P, and Bihar. The average yield per acare and the 
quality of cane produced in India are inferior to other imporfeant 
producing countries. Recently the Government has given apeoial 
attention to improve the quality and supply of suMroane. A 
cane^breeding station was started at Coimbatore In Madras and the 
Provincial Agricultural Departments have introduced many new 
varieties of sugarcane, which give greater yield per acre, 

U. Non-Food Crops, (i) Tea. Bengal and Assam produce ^^0% 
of Indian tea. The principal non-food or cash crops are cotton, Jute, 
tea, oofifee, tobacco, opium, rubber and spices. They are primarily 
raised for sale, and figure prominently in India’s exports. The total 
area under these crops in the Indian Union in 1945-46 was 37 million 
acres against 7 millions in Pakistan. This means that 17% of the 
total cultivated area is under commercial crops in the Indian Union. 

Oonsumption of tea in India is rapidly growing. It is also 
becoming popular in the U.S.A. This growing popularity is due to the 
propaganda of the Indian Tea Association which Is financed out of 
a cess of 12 as. per 100 lb. charged on exports, since 1935. India 
exported tea worth Rs. 24 orores in the first six months of 1948. 

(if) Coffee^ In most places, tea has been substituted where 
coflFee was grown before. The decline has been partly due to the 
appearance of a destructive beetle and partly to the oompetilion of 
cheap Brazilian coffee. CoflFee is mostly grown in Mysore State 
(96,200 acres), Madras (49,600 acres) and Ooorg (37,500 acres). The 
area under coffee in India is 212,000 acres producing 25 million lb. 

In 1948, India exported one lakh cwt, of coffee, valued at about 
Rs. 1 crore. Since 1935, the Indian Coffee ('ommittee has been carrying 
on propaganda (financed by a cess of 8 as. per owt. on exports) to 
popularize this beverage, but there is no particular need for increas¬ 
ing the production of coffee. 

{Hi) Cotton. The quality of Indian cotton is generally inferior. It 
is ‘^shorter in staple, poorer in spinning value, and smaller in yield 
per acre/’ This inferiority is due to various causes : (a) There is no 
incentive to improve quality because it is exported for mixing with 
wool and gets fair price as it is, (b) Inferior quality is extensively 
cultivated because it withstands drought better, (c) Seed gets mixed 
up in the ginning factories. 

Attempts have been made to improve the quality and yield of 
Indian cotton. Agricultural Departments have been engaged in the 
task of evolving superior varieties. In 1917, the Government of India 
appointed the Indian Cotton Committee ‘*to suggest methods to in¬ 
crease the supply of long-staple cotton in India, to improve ginning 
and marketing, to prevent adulteration, damping and mixing, 
etc.** The Committee reported in 1919 and recommended ;_ 

* Botanical work for improvement of quality and increase of 
yield. 
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{$) Opmi 0 (u»kets on tiiie Berar syslem ; pablfm^on of 0(Mom 
ptieea for the benefit of oultiTatore ; oi^aniieation of cotton eale 
BOdeties and standardization of weights ; and arrangemraits for 
protecting seed from adulteration. 

(c) Formation of a Central Fast Indian Cbtton Association in 
Bombay, to control the whole cotton trade. 

(d) Oreation of a Central Cotton Committee to promote fhe 
welfare of cotton growers, and to bring the Department of Agriotd' 
tore wod the cotton trade closer. 

Accordingly in 1934 the Central Cotton Committee held its first 
meeting, in 1922 the East India Cotton Assooiation was formed and 
in 1923, the Cotton Transport Act was passed to prevent adulteration. 

In 1926 Cotton Qinning and Pressing Faotories Act was passed with 
the same object. The Indian Central Cotton Committee has done 
much to improve the quality of Indian cotton. It has established 
laboratories and promoted special research in Bombay, Indore and 
elsewhere. Its activities are finamoed by a small oem of two 
annas per bale, imposed on ail cotton baled in In^. Cotton 
Markets Acts have been passed in Bombay, Central Provinces and 
Madras to improve conditions of marketing. 

The partition of India has considerably weakened the cotton 
economy of the Indian Union. India is now a net importer of cotton 
instead of being a net exporter. The best varieties of cotton, par- \/ 
ticularly of staple length and above, required by the Indian mills, 
are produced in Pakistan. The exact area under cotton in 1946-47 
in India was 11,493,000 acres and in Pakistan 3,367,000 acres, India 
consumes 9*8 million bales of Pakistan eotton. About 8 lakh bales 
out of this can be produced in India provided the acreage under 
cotton can be rais^. 

(it)) Jvte. During the depression of 1929-35 the price of jute 
tell very low. To atsist the recovery of prices, the Bengal Govern¬ 
ment asked for a voluntary restriction of 1936 crop but the results 
of this voluntary effort were not substantial. In 1936, an Indian 
Central Jute C!ommittee was appointed with a grant of Bs. 6 lakh 
per year for carrying on research and coUeotion of accurate 
statistios. With the war came heavy demand for jute. In August 
1940, the Bengal Jute Regulation Act was passed to regulate 
fectory hours, to restrict acreage under jute and to control 
fluotnatjons of prices of raw jute. Recently the (Government has 
deoontroUed jnte price. This has led to a great rise in the fuioe 
of jute. 

The cultivation of jute is not an unmixed good. It has di8{fia0' 
ed rice some tracts and has thus reduced the supply of food. It 
exhausts the soil much more rapidly than any other crop. 
But it covers <mly about 10% of area in B. and W. Bengal while tioe 
covers more than 72%, Jute exports are absolutely essential for 
the porohase of much-needed fort^n exohange. 
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(^) Indig&. Bne to German disco series of synthetio dy^ in the 
closing years of the 19th century India's export trade in indigo re* 
Ccired a serious blow. The area under indigo was greatly reduced. 
In l896-97i there were about 17 lakh acres under this crops ; in 1940* 
41 only 66,000 acres were planted with iadigo. The principal produc¬ 
ing provinces are Madras, the United Provinces, Bihar, the 
Punjab and Bengal, The future prospects for this crop are not very 
right as India cannot now revert to make dyes out of it for her own 
consumption or export, 

{m) Opium. The area under opium has also declined. Govern¬ 
ment stopped all exports to China, under the agreement of 1907, and 
to Other countries under similar agreements later, la 1906*07 there 
were 614,879 acres under opium in British India. This figure fell to 
only 6,816 acres in 1940'41. The cultivation of poppy is now carried 
on under a system of Government licence for m^icinal purposes 
only. The chief producinj areas are Malwa and U.P. India has made 
large sacrifices of revenue to meet her international obligations. 

(mi) Tobacco. India is the third largest producer of tobacco after 
the U. S. A. and China, Now Indian Dommion and States produce 
3*3 lakh tons of tobacco on 10-2 lakh acres, Tobacco is grown all 
over India, but Guntur, Kistna and Godaveri districts of Madras 
produce best Virginia tobacco used for cigarettes. Guntur, where 
there is the Central Research Station, is the chief market. In I9l6, 
Es. 6,66 lakhs worth of tobacco (raw and manufactured) was cipjrt- 
ed. The U. K, is the chief market. Dr. Jagjiwau Singh has been 
recently appointed Liaison Officer in London by the Indian General 
Tobacco Company* To develop her own cigarette industr y India 
must carry on steady research in growing good leaf tobacco as well 
as train expert flue-ourers and thus become self sufficient in cigars, 
cigarette and pipe tobacco. 

{viii) Fodder Crops, in 1940*41 there were 10*5 million acres 
(compared to 2*94 million acre\s in 1901*2) under fod<ier crops in 
India, mostly in the Punjib, Bombay and U P. But in view of the 
kr^e cattle population, this area is not. adequate. In reemt years 
the Agricultural Department has been paying attention to the pro¬ 
blem of growing better fodder crops and of storing fodder. Among 
other grasses Egyptian clover and berseem have been successfully 
introduced. 

(fo) GincAona.—Cinchona is mainly grown on Government cin¬ 
chona plantations in Darjeeling and the Nilgiris, Governmeno planta¬ 
tions were started as early as l’^62. Darmg the war the supply of 
quinine became a serious problem Attempts are being made to 
plant more cinchona trees in India, 

(os) Mubber. Rubber is mainly grown in Southern India—Madras 
Goorg and Mysore State, in 1913 44 the total area under rubber 
in India was 141,000 acres, which yielded 35 94 million lb. of rubber. 
Due to a heavy fall in prices, production and export of rubber were 
regulated under an international scheme. This considerably helped 
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the market, During the war effortB were made to grow more rubber 
in India and also to find alternative sources of rubber. Syntfaetie 
rubber is now produced in the U.S S.R,, the USA. and elsewhere. 

12. Need for Increttstng Production. Attempts have been 
made from time to time to estimate the per capita income of an 
agriculturist in India. The Statistical Branch of the Department 
of Agriculture, Madras, calculated some years ago that the average 
annual income earned per bead by agriculturists in the presidency 
was about Rs. 100. Another estimate of Bombay put the figure® 
at Efi. 100 for xtrban and Rs. 85 for rural areas.^ According to 
Dr. V K.R.V. Rao« while income per capita in urban areas was 
Rs. 162, in rural areas it was only Rs. 48 in 1931. This was a 
depression year and income was very low. It must have increased 
substantially hince the pbf^nomenal rise in prices during the last 
ffcw years due to war. Whatever the validity of these 
estimates of income, the main fact remains that the vast 
majority of the rural population of India lives perpetually on the 
margin of subsistence. Every (ffort, therefore, towards raising 
this margin is urgently called for. 

The income of the agricuburist can be raised (a) by increasing 

area under cultivation, !y adopting methods of extensive 
cultivation, and increasing productivity per man (h) by increasing 
productnrity per acre through intensive cultivation, (c) by im¬ 
proving the quality of pr(5duce ai d (o) by improving the methods of 
marketing so that the maximum portion of the price paid by the 
consumer goes into the pocket of the producer. We shall take the 
problem of marketing later. At present we are concamed with 
increased production through extensive and intensive methods. 

13 Possibilities of Extensive Cultivation. The table given 
below showjs how the total area of India is being utilized and what 
changes have occurred in its distribution over a period of about SO 
years ending with the year 1940-41. 

Million acrae. Changes in 1940-41 
over 191 

1911-12 1918-39 1940-41 i947-f increase % 

— decrease 


ia) T'ndar Forests 

01 9 

02-3 

08*3 

68*3 
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(h) vui'able lor cuUrivation 

l(H-3 
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12*3 

(c) CuhurabU' waste 
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4-3 4 

(d) ( uriant fallow 
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(r) Net gown with oiops 
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4» 10 75*0 
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513'2 
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4-5*5 l-l 

{/) Irrigated area 

89'7 

53*7 

55*8 

56*8 

4-17*1 42 


1 . **India in 193 V* p- 1 « 16 * ^ 

2. V.K.It V. Bao .—**The NTifTfnal nicome e/ India %n }yS1^32^ 

P* 89 

S. K.F C. lUjt It th lend Policy f »d A|,ricuUure, pp. 19 md 
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It will be seen that the net area sown with crops increased lesa 
than 0 per cent during this period of «30 years* Even this inc^reasa 
was mainly due to development of irrigational facilities. Area 
under irrigation increased by 42 per cent. 

How far are there any possibilities of bringing more area 
under crops I Let us discuss each of the uses to which land is put 
as shown in the table above. 

(o) ^reo under forests,^ During the period the area under 
forests has steadily, though only slightly, increased. There is no 
question of reducing the area under forests and patting it under 
crops. Our forest resources are not enough for our needs. Efforts 
should be made to bring some of the land olasi^d as ‘*culturat^ 
waste** under forest. This will supply more grazing facilities and 
more fuel and timber apart from other economic benefits to the 
country. It has been planned to increase the forest area to 26% 
of the total. 

(h) Area daased as amilMe for mltivcdion** has gone 

down. The difference appears bo be due to changes in the standard 
of classification. It is very improbable that any substantial part 
of it could be brought under the plough. 

(c) Ouliurahle waate also shows variations due to different 
methods of classification. 8ome of this class of land has been 
brought under cultivation with the extension of irrigational 
facilities. Most of this area is found in the Provinces of Assam 
(17*6 million acres). C. P. and Berar (14 m. acres), Madras (11*3 m. 
acres), Punjab (139 m, acres), Sind (11 1 m. acres) and U. P. (0‘8 
in. acres). This area is inferior in quality and needs expensive 
irrigation facilities before it can be cultivated. Lack of capital for 
irrigation and drainage, absence of adequate means of trarsport 
for the produce, deficiency in drinking water supply and prevalence 
of disease germs have stood in the way of the cultivation of these 
lands. 

(i) **Ourrmt faUow** has fluctuated from year to year without 
much increase or decrease. But the significant fact is the high 
proportion of the land kept fallow every year. This reflects the 
primitiveness of our agricultural method. It is a remnant of days 
when leaving land fallow was the only method of recuperating its 
powers. With scientific manuring and proper rotation of crops 
this area could be saved from being wasted. In Western countries 
fallow has been replaced by intertilled row crops like corn, potatoes 
and roots. This will involve a change in the character of our 
agricultural economy allowing more specialization of crops so that 
lands could be put under those crops only for which they ate best 
imited. The present subsistence forming system will have to be 
given up^ 

i la 1945*46 area ander foreatfii in th© Indian Union wm 62*5 kk)w acw 
axil! in PaidstsA 5*3 lakhs aonw. 
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Conchtfim. Professor Sbfth tiiinks tbat “culturable waiite fead 
can onJy fce effectively brought under onltivation and tts 
produce economically disposed of, if all the scattered paroeb of 
colturable uraste land are treated as public property and explidted 
or developed by the State as such.”^ Professor Shah has disorasHid 
the matter from the long-period point of view as a part of an all- 
India plan on socialistic lines. From the short-period viewpcdnt, the 
scope for further extension of cultivation by private individn^ 
is limited. This is evident from the fact that the net sown arm in 
Britieh Indii has increased from 186 million acies in 1001 to imly 
218 million acres in 1947. The largest increase was from 1901 to 
1911 when canals were constructed in the Punjab. There has been 
some increase in sown area during the recent war bat this has not 
been accompanied by a proportionate increase in production. The 
following table shows the changes in area during the last few years 
iu undivided India. 

PERCENTAGEgOROW TH OP AREA UNDER SOME 
IMPORTANT CROPS* 

(Base: Average of 1936-37 to 1938-39.) 


Average 

I9S6-87 


Crop 

to 

1938-89 


1939-40 

1940-41 

1941-42 

1942-43 


Million 

acres 

Base 

.Index 

Index 

Index 

Index 

Rice 

... 72*8 

100 

102 0 

100*3 

101*2 

102*8 

Wlieat 

31*7 

100 

98 0 

100 6 

98 0 

99-0 

Groundnut 

... 8*0 -- 

100 

104 8 

109*6 

88*2 

92*6 

Rape hud Must aid 

... 5*6 = 

100 

107-2 

108 8 

111*5 

61*7 

Beeamuxn 

... 4’2 « 

100 

95*9 

95 4 

96*9 

97*7 

Linseed 

... 3*7 « 

100 

98-3 

96 0 

88*6 

71*8 

Sug troane 

3 8a 

100 

96*7 

120*8 

92*3 

94*3 

Cotton 

... 24*6 = 

101 

86*6 

92-9 

96*6 

76*0 

Jute 

... 2 9a 

100 

106*0 

190 2 

72*5 

110-6 


The great fall ehown under linseed^ rape and muitard and 
cotton, has been duo to the practical disappearance of the chief 
markets, to which these articles were exported before the war. In 
spite of the ‘‘grow-more-food’^ drive and falling off in the area 
under non food crops, the only increase under foodgrains has been 
in the case of rice. That also is very noioderate. 

India is now free. Her Government has realis^ the urgent need 
lor enhanced production to meet the chronic deficit in food. An all- 
out effort is being made to meet the emergency with a long-term 
plan. A large number of irrigation and mrfti-purpose schemes 


1. Prmc'iphs of Planning by K.T. Shah, p. 34. 

2. Figures taken from IFar and Indian Matmamic Polity by Gadgil 
and Sovanl, p. 69. 
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like the Dmodaf Valley Project in South Bihar, Koii 
Project in North Bihar, Mahanadi Project in Bombay and C. P., 
Ramapadasagar in Madras and Bhakrai Dam andNangal Project in 
the East Punjab have been taken in hand. Six million 
acres, expected to yield an extra 2 million tons of 
foodgrains, are going to be reclaimed. In 1048, 36,000 acres 
have been reclaimed in U. P. and 0. P., 50,000 acres are planned 
for reclamation in 1949-50 and a lakh and a half acres in three sub¬ 
sequent years. The initial ploughing is to be done by the Central 
Government. A few tractors have been purchased and lent to 
provinces, but many more are needed and India’s Food Minister, 
Mr. Jairamdaa Danlatram, recently (Deo. 9,194K) indicated that the 
Government of India was going to borrow a sum of Es. 100 orores 
from the International Monetary Fund to finance the purchase of 
bulldozers, heavy tractors and other agricultural implements to 
make the country self-sufiSoient in respect of her food requirements. 

14 Scope for Intensive Cultivation. We have seen that the 
cultivated area per head of population in India comes to about 
four-fifths of an acre. In Japan the cultivated area per head cornea 
to Jess than one-third of an acre. But as the productivity per acre 
in Japan is much higher than in India due to the application of 
intensive methods there is not such a big deficit in food there. Yield 
per acre in India is almost the lowest in the world. The following 
table makes this point clear. 

OOvIPARATIVE yield IX LB. PER ACRE OF CERTAIN CROPSi 



Wheat 

Rice 

Maize 

Sugarcane 

Cotton 

Tobacco 

Fgyct 

L9Ig 

2,99!j 

L891 

70,302 

536 


Germany... 

2 017 

... 

2.828 

... 


2,127 

Itfc'ly 


4,568 

2,079 

, , 

no 

1.139 

Japan 

L713 

3,444 

1,392 

47.534 

J96 

1,666 

USA. ... 


2,186 

1.579 

43,270 

268 

8b2 

Liv. 

... 


... 

113,670 

... 


China 

9S9 

2^433 

1,284 

... 

204 

1,288 

India 

660 

1.1^40 

803 

34,944 

89 

987 


The case of Japan is very instructive for India. It is a country 
of small cultivators who, like Indian peasants, use very few modem 
mechanical methods. The problem of irrigation, however, is not 
so diflScult there as is the case in India. Japan demonstrates what 
can be ^^one, even with meagre resources, by a peasant on a small 
area of land. The high yield per acre in oountiiisriike the U. S. A., 
Canada and Australia is obtained by large-scale agriculture carried 
on over holdings running into hundreds of acres, by modem machines 
and scientific methods of cultivation. This high productivity per 
acre also implies high productivity per man. High productivity per 
acre, obtained by the labour of a large number of persons, may co¬ 
exist., as in Japan, with acute poverty of the cultivators. But when 
the population lacks alternative productive avenues of employment 
as in India, it is better to aim at high productivity per acre even 


l. League Jof Nations* Statistical Year Book 1933-84. Table 19-47« 
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though it involvie engaging a large number of worker®. So 
as the presBUra of population on land remains what it is, intmisiye 
methoAi of oultivatioa should involve less expenditure of land and 
capital and more of labour. 

The great possibilities of intensive farming in India will be 
realised from the following quotation from a note by Sir MaoDougall 
to the Central Banking Enquiry Committee: “If the output per 
acre in terms of wheat were raised to that of France,** wrote Sir 
MaoDougall, “the wealth of the country would be raked by 
£699,000,000 a year. If the output were in terms of English produc¬ 
tion it would be raised by £l,0o0,000,000. In terms of Danish wheat 
production, the increased wealth to India would be £1,500,000,000 
per year.’’^ 

The yield is not only-low but there are wide variations in India 
itself. For instance in 1940-41 yield of rice per at^ varied from 
over 1,000 lb. in Madras to just over 5001b. in Bihar; of wheat 
from 821 lb. in Bihar to 385 lb. in Bombay ; and sugarcane from 
6,706. lb. in Madras to 1,918 lb. in the Punjab and cotton from 
182 lb. in the Punjab to only 60 lb, in Orissa. 

These differences may be accounted for partly by natural factors 
and partly by the low standard of onliivation in backward regions. 

15. Causes and Remedies of Low Yield. The best way to 
cure a disease is to find out its various causes. The causes of low 
yield are the same as the causes of backwardness of Indian agrioul. ' 
tare. Anything that leads to agricultural improvement Will auto¬ 
matically lead to higher productivity per man as well as per acre. 
Broadly speaking, anything that handicaps the cultivator in the 
exploitation of land is responsible for the low productivity of Indian 
agriculture. The main oaustjs of low yield in India are : sub-division k 
and fragmentation of bolding, inferior seed, primitive methods of 
cultivation, obsolete implements, inadequate manuring and irriga¬ 
tion, unseasonable rainfall, lack of capital and adequate marketing 
facilities, defective physical and cbomioal properties of the soil, 
pressure of population on land, poverty, ill-health, ignorance and 
conservatism of the peasant, and his indebtedness, and defective 
systems of land tenure. 

of thes^ subjects will claim our atteutiou in the following 
chapters. We shall make a close study of the problems of Soils, 
Holdings, Laud Tenures, Methods of Cultivation and Equipment, 
Irrigation and Famines. GeneriUy speaking, however, the yield per 
acre may be improved in the tollowing ways 
(i) Better rotation of crops. 

(it) Greater specialization of orcppiug according to the quah- 
ties of the soils in different localities. 

(tit) Sowing of unproved and selected seed. 

(to) Better manuring, better cultivation, regular and sufficient 
water supply. . 

""“IT Report, CBOtral Baaiaai laquirf 05'nttino->a, App., p. M‘. 
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(n) m the damage caused by miia and beaat, dJi* 

msmmd pests. 

As regards the rctatian of crops, ualess the si«e of his holding is 
considerably enlarged, the ladiau pyasaut has very little to learn 
from the expert. The accumulated experience of ages has taught 
him what crops should follow each other to give best results. 

Too much specialization of cropping in distinct localities is not 
dlestrable. A variety of crops grown by Ihe same village serves as 
an insurance against price changes and unfavourable seasons. 
Keaeonable specialization in the case of certain staples like cotton, 
wheat and oilseeds, however, can improve the yield. 

As regards selection and improvement of seed, the efforts of the 
Departments of Agriculture, Provincial and Central, have achieved 
very striking results m this connection. Improved varieties of 
wheat, cotton sugarcane, etc., have considerably inorei&ed produc¬ 
tivity per acre where they are sown. There are further possibilities 
in this connection. 

Better nutrition of i)l'*nts involves better methods of cultivation, 
application of necessaiy quantities of manure and proper irrigation- 
al facilities where rainfall is not adequate. Much has been done in 
this connection too, though much still remains to be done. Canal 
irrigation has been extended. The Agricultural, Co-operative and 
Bural Reconstruction Departments have been impressing on the cul¬ 
tivator the importance of conserving the manure that he wastes 
and bums. Lack of fuel facilities have, however, stood in the way. 
Better implements, suited to the small pocket and the small holding 
of the cultivator, have been evolved by the Agricultural Depart¬ 
ments, though they have not been widely taken up due to the lack 
of capital resources of the average peasant, utilization of the 
co-operative principle in this connection can work wonders. 

Finally, the problem of fencing against man and beast can be 
simplified, like so many other problems connected with cultivation 
by consolidation of holdings. The movement towards consolidatimi 
should be accelerated by propaganda, persuasion and where necessaiy 
by the force of law. The problem of the small unit of oultivatioii 
could be finally solved by the introduction of a system of joint 
management. As regards peets and diseases, the Agricultuml Be-* 
paitments have done useful work in the investigation of ^e nature 
of such diseases and in suggesting methods of their control. 
These ideas require greater propagation. For these remedies to 
yield maximum results, a programme of general and agricultural 
education is necessary to prepare the peasant to receive new ideas. 
In the meantime, however, all efforts at improvement should 
continue. 

Most of the above mentioned remedies will, however, be uselass 
till economic holdings have been created by consotidation or other- 
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vise, ftnd maizitfiitted pQtmmmiAy aa suck. Of course, the sise of a 
holdOug will vary according to the nature of the soil and the teehni* 
qua and equipment available in the region* The Zamindari ayitem 
should be abolished as quhikiy as possible and the lands acquired by 
the State, They should be spht up into eoanotnio holding# and given 
to snob tenants as will actually cultivate them and not sub-let them, 
Morceliement of such holdings should be forbidden by law , 

Besides, cultivable waste lands amounting to 140 million acres 
in the provinces and States of the Dominion of India should be 
brought under cultivation and their cultivation organist on a co* 
operative basis. This co-operative farming should include all y 
branches of agricultural work. Private ownership of land shouid be / 
permitted in these co-operatives but working should be in common 
and the distribution of produce should be in accordance with the 
contribution made by each member in respect of labour, implements 
and cattle.^ As Dr, R. K. Mukerjee says : ^CoUeotive farming 
(kOlhoases) of the type of Russia are not suited to J ndia for various 
reaaons/' 


t- H,P,0, Report on Lend PoUoy aol ulture* 



CHAPTJER VI 

SYSTEMS OF LAND TENURE 

h Introductioii* We haTe already studied the distribution 
and nature of crops grown in India. Bsfore we pass on to the 
consideration of the character of holdings and the equipment avails- 
bie for their exploitation it m necessary to have some idea of the 
legal position of the cultivator with respect to his land. This is 
the subject of Land Tenures. We shall find out the rights of the 
cultivator m the land he cultivates ? e.p., rights of ownership, trans¬ 
fer by sale or mortgage, etc., and haw far tuese rights are recogniz¬ 
ed by law or custom. 

The importance of the study of Land Tenures is twofold: 
Firstly, it is neoessary, from the point of view of the State, to locate 
the ownership of a particular piece of land, because it is the owner 
from wham the State has to claim the land revenue. Secondly, the 
repercussions of the system of land tenure are very far-reaching on 
the productivity of land and the general agricultural progress. For 
instance, an owner-cultivator will exploit his land with much 
greater zeal and will be much more anxious to introduce permanent 
improvements into it, than a tenant who hm to share the fruit of 
Ms labour with a landlord. For agricultural advancement, for 
peace and contentment, a just and stable system of land tenure is a 
very neoessary eondition. The beat system is one which, on the 
one hand, encourages the greatest production of wealth from the 
soil, and on the other, ensures the welfare of those who work 
on it. 

The Giltivator in Relation to Land. A cultivator may 
stand in legal relationship to his land in any of the following eapa- 
oitiea• 

(i) He may work as a tenant to the State. The ownership of 
land may vest in the State and the cultivator may have direct 
relationship with the State paying the latter a specified rent. The 
State can, in this case, legitimately claim as revenue from land its 
true economic rent. Such a system is called State Lmdhrdiem. 
This system is the aim of socialism, though it may partially exist 
in capitalistic societies as well. 

(ft) The cultivator may himself possess rights of ownership in 
the land. These rights may be of varying degrees. The ownership 
may be absolute—conditional on the payment of land revenue— 
or it may be rdiative, exercised under limitations imposed by law or 
custom in the interests of some other parties. The right of owner- 
fUp is complete for all practical purposes if the owner can seU, 
mOfigage, or pass on land to his descendants. When a cultivator 
htmsw, along with his family, cultivates his land the system is 
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mlM p€umnf JPt0pfki0tsMp* A peasant proprietor pays no rent 
to anyone, but has to pay the land revenue elaimed by tbe State, 
Tbia system is regarded hy some as the best system of land tenure* 
“The magic of private propertj*^’ said Arthur Young, “turns sand 
into gold/’ The system bre^s an independent, self-reliant and 
contented peasantry. It is common in the Punjab but is handi* 
capped by too small and fragmented holdings. 

{Hi) The cultivator may be the tenant of a primie hmihrd^ 
This may take several forms, depending on the nature of the land¬ 
lord’s and of the tenant*e rights in land. Thus (a) the landlord 
m^y full proprietary nghia paying land revenue to the State 
fixed by Permanent or Temporary Settlement or he (6) may be a 
mere nnt nceimr whose rent is fixed by custom or law and cannot 
be changed except under specified conditions. 

As regards the tenant (a) he may be an occfwpancy lenonl who 
cannot be ejected from his holding as long as he pays the fixed rent 
which cannot be increased except under ^ven conations. Or 

(b) he may be a tenan(-at*mU. It means that the land¬ 
lord can eject the tenant whenever he likes and can charge firom 
Isim as much rent as he can squeeze out. This leads to a floating 
tenant population and rack-renting, especially where demand for 
land is acute, as in India. Or 

(c) he may be a mib-^tmant or the tenant of a tenant. Thh 
happens when the tenant does not himself cultivate the land but 
sub-lets it and lives on the difierence between the rent he pays to hia 
landlord and what he charges from his sub>tenant. The sub-tenmoit 
may again subdet a part or the whole of the land and the proccMBS 
may continue indefinitely. “In one estate in Bakarganj/* wrote the 
Bengal Banking Enquiry Committee, “there are as many as thirty 
intermediate tenures (between the proprietor and the cultivatorl 
one under another. This process of subinfeudation, as ft is 
called, is irostly found in Bengal and other permanently settled 
areas, where the sma'l demand of the State has left a large margin 
of economic rent to be divided among parasites. Such a system 
is the worst from the point of view of agricultural progress, 
and recent tenancy legislation aims at discouraging it. 

When the landlord becomes a mere rent receiver, or an absentee 
landlord, and the tenant has no stake in the land, the cultivating 
population degenerates into agricultural labourers with no interest 
in the land they cultivate. Snob a situation is full of potentialities 
for political upheavals and must not exift. In a good system of 
land tenure there are no intermediaries between the State and the 
actual cultivator of land. 

3. Systems of Land Tenure. lu the light of the above it will 
be easy to understand the main systems of land tenure prevailing 
in India* Baden Powell, one of the authorities on tide snbjeel. 
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in %he lQ|bii#g thB vamns interests that may inter¬ 

ne ne betweswa the imi&ivaior and the Ctovemment:— 


One intorat. 

1. Dh© 
00v«m{iieat 
ia the eele 
prepdetor* 
l.e<, 


Two interoBts. 
1, The Oov* 
ermmnU 
2* The ryot or 
occupant 
with a definod 
title (not a 
tenant) as in 
Madxa9> Bombay 
Berar« i e. 
Byoiwari Byaimn 
etc. 


Three mtere«t8. 

1. The Oov- I 
eminent. 

2* A landJord 2, 
(Zamindar, 3, 
talukdar, or a or 
joint Tillage 4, 
body regarded 
as a whole). 

3. The actual 
cultivating 
holders, 
individu^ co- 
sharers, etc., 
i.e., Zmnindari 
Byatem* 


I’our interests. 

. The Gov- 1. The Oov- 
eminent. emmant. 

l^andlord 2. An pyer^ 
Sub-proprietor lord, 
tenure holders. 3. A pro* 
The ryot or prietor 

actual cul- landlord 

tivators. usually 4 vil* 
lags body. 

4. The actu¬ 
al oultivatiiii 
holders, indi¬ 
vidual CO* 
sharers, etc., 
i.e , MahaU 
%oari syatem* 


Leaving aside Stata Landlordism, 'wUoh is of minor importance, 
there are thus three imdn types of iUand Tenure in this country : 
Byotwari, Mahalwari and Zamindari. 


According to the figures of 1937-38, the area under the three 
main types of land tenures was distributed as follows : 


Kind of Tenure. 

1- 

' Area in 
million 
acres 

Pare 'ntage 
j of total 

Mam Provinceg where 
found 

KyoiWari 

183 

36% 

Madras, Bombay, Sind 
Assam & 0. P 

Zi^im^dari (Pangiaueiit 
Settlecncut) 

130 

26% 

Bet»gal, Bihar, ^ladraa 

Ziunindari and Mahal** 
wm (Temporary 
Set^tlexnent) 

199 

_i 

3»% 

1 aP., Punjab, U 


We diall now disoasB each of thmw systems separately. 


4. Ryotwari Tenure. This system was first introduced in 
Madras in 1792, Later it was extended to Bombay. In the 
Madras Administration fi^ort for 1856-56 the Byotwari system 
is explmned as follows: “Under the Byotwari system every register¬ 
ed bolder of land is recognized as its proprietor and pays direct to 
^vemment. He is at liberty to sdb-let his property, or to transfer 
it by gift, sale or mortage. He cannot be ejeot^ by Government 
so long as he pays the fixed assessment and has the option annually 
of increasing or diminishing bis holding or of entirely abandoning 
it.”® In the Punjab colonies also the system of tenure is similar. 
“In the great canal oolonies,” says Calvert, “every single grantee or 

1. Land Bapenm and Mritiah Indict p* 129. 

2. Badcu Vomell^Lmd Syaiam of BrUiih Indifh Vol. I.,p. 23^. 
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irehaaei* bolds directly and individually under the State from which 
j has derived his rights, and each is bound by his separate agree- 
rent to pay land revenue* This approaches to the ryotwari system 
* Bombay and Madras, except that the areas here are larger.*"^ 

Some writers think that under the ryotwari system the State is 
m landlord. This is for three reasons : (a) The State oan resume 
m land if the cultivator does not pay the land revenue ; (6) the 
^aste land belongs to the State ; (e) the cultivator has the option of 
saving the land if he does not think It worth his while* 

To this may be replied as below : 

(a) Ownership is never absolute. All property held by a citissen 
j held conditionally on the payment of the tax due on it. The 
State oan resume any land if its demand on it is not paid. 

(ft) The waste land may belong to the State, but this is no 
irgument for the State ownership of the cultivated area. The 
wprierary rights have been conferred in the case of the latter 
md not in the case of the former, until it is also brought under 
mliivation. Under the Punjab Mahalwari system, however, the 
jToprietary rights in the common waste of the village vest in the 
tillage proprietors ooUeotively until it is partitioned. 

(c) That the cultivator was given the option to leave the land 
if he thought it not worth the revenue assessed, also does not prove 
that the State regarded itself as landlord. This option was given 
lot to ©reserve any proprietary right of the State, but in order 
to induce the cultivator to undertake the cultivation of land at a 
time when proprietary rights in land were not much valued. It was 
to assure the cultivator that he wa.s not going to be forced to culti¬ 
vate the land, that it was his free will whether to cultivate it or not. 

We conclude therefore with Kale, that the so-called ^'occupant'* 
of ^^Government land” in Bombay (and Madras) as much a 
proprietor of his land as his brother, the zamindar of Bengal, the 
onfy differerce being, that in the case of the latter, the laud tax is 
pemanently fixed, whereas in the case of the former, it is liable to 
periodical enhancement.”^ 

The main advantage claimed for this system is that it brings 
the cultivator in direct relation with the Government, There are 
no intermediaries as are found under the Zamindari system. On 
account of sub-letting of land by the occupier, however, this 
advantage has tended to disappear though conditions are not as 
bad *n this respect as under the Zamindari system. 

The system, however, is defective as regards the method of 
assessment of land revenue. It leaves a great deal to the discretion 
of the Settlement Officer fixing the revenue charge. Much of this 
estimate is based on mere guess work. Another defect of the 
system is that the individual assessment of every holder has^destroy- 

I, Cttlven —Wealth md Welfare of ike Punjab, p. 170.b 

i. Kale~-Zikitai» MconomiM, VoU II, F. 781. 
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ed the oolleotive basis of village life and has thus led to the decay 
of the village community. 

S The Mahalwari Tenure. This system was first adopted 

in Agra and Ondh and was later extended to the Punjab Its 
principle^* were laid dowri in Regulation IX of 1833 tinder the 
v' Mahalwari or Joint Village Conmunity system land is held jointly 
by 00 sharing bodies of Tillage communities, the members of which 
are %peated as jointly and severally liable for the land revenue. 
The tnost typieal of such tenures is found in the East Punjab. 
“In the cld settled districts of the North, Centre and East,“ says 
Calvert, “the soil, but not always the minerals beneath it, is held 
in full proprietary r’ght, subject to the payment of revenue, by the 
village community in common. The State is supreme landlord and 
retains important rights of resumption for public purposes, or for 
serious crime or for failure to pay the revenue, or for refusal to 
accept the new demand for settlement, but these are so rarely used 
that the full rights of the village community is seldom disturbed 
and the rights of the iPtate are apt to give way to the duties and 
responsibilities of a great landlord.” He adds a little further : “if 
any owner abandons his land, It would be taken over by the proprie 
tary body. Both in Jaw and in practice the rights of the villag- 
community are carefully preserved ; they are the owners of all the 
village “common” or shamdaf, with its trees, grass, etc., and they 
own the site of the village buildings.”^ 

Land in the joint villages may be shared in a variety of ways. 
Three kinds of villages may be noted ; 

(i) Ancestral villages, where the owners descend from the same 
ancestor. The share of each here depends on his position on the 
genealogical tree. In some of these villages land is not divided but 
is held jointly like the property of a Hindu joint family. In others 
division takes place according to the ancestral share system 
ipati^darl) and in still others division is partial, though on the 
ancestral system (imperfect pattidari). 

{ii) Non-ancestral villages; in which sharing takes place under 
the curiomary or hhaichara principles. This sharing may take 
place in various ways—in equal lots ; according to the number of 
ploughs owned , according to f-bare in water or in wells. The land, 
however, is still regarded as jointly owned. 

(ut^ Villages in which existincr holdings are recognised as th^ 
are and there are no definite rules for sharing. 

The rules of sharing in each case are the result of how these 
joint villages originated. They were formed in one of the following 
three ways r— 

(i) Ancestral villages were formed by the descendants of a 
common ancestor who rray have been a founder, a grantee, a 
revenue farmer or a ruling chief reduced to the position of a 
landlord. 

ih€ I y p. ifch-70. —« 
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(<j) Tbe owners mary belong to an immigrating or oonquaring 
dass with land allowed acoorilng to their oastomary methods. 

{Hi) The owners may have been a group of people who oolonis*^ 
ed the place and established ouUivation on the joint stock principle. 

In a typical joint village the owner^s are themselvea the culti* 
vators—peasant"proprietors. In omds, however, land may 

be cultivated by tenants who p^.y rent to the owners either in cash 
or in kind system), in some oases a comparatively large 

owner gives a part of his land to tenants to cultivate and works 
the rest himself ; in others a small holder supplements his holding 
by getting some land on rent, Tno best results from the point of 
view of good cultivation are obtained, however, when a peasant 
proprietor possesses just enough land which he can himself econo¬ 
mically cultivate With the help of his family and perhaps a 
few hired labourers. This is perhaps an ideal system under present 
conditions in India. The peasant proprietorship system dominates 
in the Punjab, though the holdings are often not as large as they 
should be. 

In the case of some joint villages (e.;/., in Agra and Oudh) 
certain overlords have arisen (Talukdars) and original proprietary 
rights have degenerated into sub-proprietary rights or tenant 
rights. In the C.F. the basis of settlements is the same as iu the 
Mahalwari system of Agra. The significant dififerenoe is that the 
State has recognised Malguzars as heads of villages. These were 
old revenue farmers under the Mahrattas, who have been given 
proprietary rights as a ‘^giff by the government. As a result the 
ol village community has broken up and the original inteation to 
keep the joint character of the village has not been realised. 

6. Zamiodari Tenure. Under this system one or more 
persons own a village or villages and are responsible for the pay¬ 
ment of revenue on the waoie estate. Such villages are typical 
in Bengal. They also exist m Agra and Oudh where they have 
talukdars, but they are exceptional m the Punjab. The Malguzars 
of O.P. are not landlords in the Bengal sense. A variety of land¬ 
lord estates are found in Bombay. In Madras also there are some 
big zamindars of the Bengal type. 

Prom the point of view of the period of land revenue settle¬ 
ment, the Zamindari system is of two types. The Permanently 
Settled Estates System under which the land revenue demand is 
fixed in perpetuity as in Bengal and parts of Madras, and the 
Temporarily Settled Estates System in which land revenue charge 
is revised periodically, usually after 30 to 40 years. 

The proprietary rights of the zamindara developed gradually. 
Originally lands belonged to those persons who or whose anceitors 
had cleared them. The rulers levied a tax on them. During times 
off polftioal insecurity and foreign invasions the original proprietors 
were dispaissasseci by the conquerors anl reduced to the status of 
tenants. In some cases these oonquerori were in their turn 
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expropriated by mw waves of iavadera, Maay of the present 
kadJords bavo desodaded froai reveaue farmers or prinoes reduced 
to the status of laudlords. The proprietary rights of all these 
were later reoogaiiied by the Qoverameat iu returu for revenue 
payment. 

As a rule the owners of these big estates do not cultivate them 
themselves. Tenants cultivate them. But between the tenant 
cultivator and the landlord who is responsible for the payment of 
revenue to the Goverameut, are found, in some cases, what may be 
ealled sub-proprietors. These are called by various names ; 

{i) Teaure-haldera of BengtL They po^ssss the privilege of 
‘‘permanent, heritable a ad transferable tenure held at hxed pay¬ 
ment/’ The Act of 1885 recognized all those as tenure-holders 
who owned one hundred bighas of land under the zamindar. 

{ii) Paltidars. They are also found iu Bengal. They were 
given permanent managing lease of a pi-rt of the estate by 
zamindars who found their estates too big to manage alone, 
Pattidara in their turn created tenants, called dirpattiaar^, who had 
similar privileges and ahared revenue responsibilities. The Bengal 
Regulation of 1819 recognized such sub-proprietary rights. 

(in) Malguzars were artificially created in C.P. to fix the revenue 
responsibility on one person as in Upper India. This necessitated 
the recognition of sub-proprietary rights for the earlier proprietary 
landlord body. 

(iv) In Oudh some village proprietors were able to preserve 
their independent management, subject to the payment of rent to 
talukdars. Their sub-proprietary rights have been recognized by 
a separate settlement which fixes the rent payable to the talukdar, 
who in his turn pays revenue to the Government. The sub-pro¬ 
prietors may themselves cultivate the lands or have tenants, 

7. Merits aud Defects of Zamindari Tenure. The Zamindari 
system is the produ‘t of British rule. It was introduced on the 
analogy of the British land system. The revenue farmers whose 
duty was merely to ooUeot land revenue were given proprietary 
rights in the lands under their jurisdiction. This was partly due to 
ignorance of Indian conditions and partly for oonvenienoe of col¬ 
lecting revenue. The revenue was fixed in perpetuity in earlier 
settlements. Later the policy of permanent settlement was given up 
even where landed estates were recognized. 

The chief internist of the Bast India Oompany was in getting 
maximum revenue and ensuring its collection and not in the culti¬ 
vator of the soil. According to some, the Oompany wanted to create 
interests whose fortunes were bound up with the stability of the 
British rule in India and strengthen the alien power. More sym- 
mthetic oritioB attribute this policy to the British desire to crdite 
lowers of the people in the country-side. 
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Whatever be its original intentions^ the system has not realiiM 
any of tiiem. Oombined with permanent settlement it has robbed the 
State of its legitimate share of the increasing net profits from land. 
Probably it did strengthen the foundations of alien rule, but this 
oonsideration is out of date now when that rule has already ended* 
From the point of view of India it was never a merit* As regards 
the creation of natural leaders of people, landlords as a class have 
been most unprogressive* 

Apart from not having realised the intentions of the creators of 
the system, the Zamindari tenure has proved positively harmful to 
the interest of cultivators and the agdcultural progress of the 
country at large* The cultivators have suffered from oppressive v 
rack*renting and lack of security of tenure. Agriculture has suffer¬ 
ed for want ef the interest of landlords. They hav^e been concerned 
with merely squeezing the maximum rent from the tiller of the soil 
without contributing anything to agricultural progress. The cultL 
vators on the other hand have had no incentive to improve the 
land and to introduce more scientific methods of agriculture. Fre¬ 
quent enhancement of rent and the constant fear of ejectment have 
discouraged all enterprise on their part. 

The unprogresaivenesa of the Indian Zamindar—who is invari¬ 
ably an absentee landlord—has been universally recognized* In the 
wo^B of the Bengal Land Revenue Commission of|19^, the absentee 
landlord ‘‘has become an incubus on the working agricultural poptt% 
lation, which finds no justification in the performance of any 
material service, so far as agricultural improvements are concerned 
and fails to provide for any effective means for the development of 
the resources of the land.^’^ 

In their replies* to the questionnaire issued by the Bengal 
Famine Enquiry Commission (1945) the various Provincial Oovmm- 
ments condemned the Zamindari system in similar terms. The 
Orissa Government wrote : ‘ The Zamindars in general, whether 

of permanently settled estates, or temporarily settled estates, not 
only do not introduce any improvement to get better yield or to 
protect the lands from floods or drought but exploit every opportu¬ 
nity for realization of enhanced rent or other dues from 
tenants.*’ ’The Bihar Government observed : “The landlord has 
no incentive to provide any facilities to the tenant and merely 
ooUecte his rent irrespective of whethpr he provides them or not.*^ 
The Assam Government replied : “ While ryotwari tenure induct 
increased production, the opposite is the case in Zamindari areas. 
Under the Zamindari system there is a general feeling of insecurity 
mal short of abolishing this outmoded system no other change 
will give full results.’^' The Madras Board of Revenue also thought 
“the Zamindari system is defective.” According to the iKreotor 
of Agriculture, Madras, if it is replaced by the ryotwari system 
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nhwe is no djobt that thera wUl be aa ionprorament in irrigation 
faoilities, the maiatenanoa of racorii of rigbta, the establishment 
.of eo-operative societies and exteaaioa of the activities of the 
Agriooltural Department.” The reply from the Punjab also 
oondemned the absentee landlord. ‘‘Tna landlord has not taken to 
meohamoal farming and still looks to Government for a lead.” 

8. Defects of Tenancy Cultivation. Landlordism involves ten- 
anoy oultivatien. It is recognized that such cultivation tends to be 
ntuoh less efficient than cultivation by peasant proprietors. "Give 
a man the secure pjssession of a bleak rook,” wrote Arthur Young 
"and he will turn It into a girdea ; give him a nine years’ lease’ 
of a prden and he will convert it into a desert.” In Denmark it 
was found that tenancy led to indifferent cultivation. Speakiuig 
about tenants in the Punjab, Oalvert wrote : “They generally take 
lees oare in preparing the crops, plough it less often, manure it less 
and use fewer implements upon it than owners. They grow less 
valuable orop.s, especially avoidtug those requiring the sinking of 
capital in the land ; they make little or no effort of improving their 
fields ; they often keep i lower type of cattle ; they avoid peren- 
niais add bestow no oare on trees, 


Where the tenant pays rent in kind, as under the batai or 
Metaytr system, the results are still more unfavourable. The 
baUti i^stem of the Punjab, under-which the customary rent is 
cme>half of the gross produce, is not conducive to good agriculture. 
" When the cultivator,” says Alarshall, “has to give to his landlord" 
]|^f of the return to each dose of capital and labour that he applies 
to the land, it will not be to hu interest to apply any dose the total 
return from which is leas than twice enough to reward him.’"® 
Batai rents are sometimes justified on the ground that they secure 
automatic adjustment of rent to prices, and bring about good 
relations between the tenants and landlords. “But these advantages 
are purchased at too high a price.”* 


Tenancy, however, is not to be always oondemned. “ The best 
agriooiture in the world is carried on under the tenancy system* 
(jingland).” This is bMause “an English Ian Uord is his tenants' 
best friend and spends fully one-third of his rental back on the land 
and its needs; most Punjab landlords levy double the rent an English 
landlord would do and spend praotioaily nothing back on the land.”* 


It is not, therefore, merely the system of land tenure which is 
the deciding factor. The character of the tenant and liodloid 
o^ter much. When the teuaut is easily ejected or no oompeosa* 
tion is paid for the improvement which he might have brought 
about and the landlord is merely interested in receiving his r^t 
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cultivator is bound to be indifferent. Bat wben the tenant 
enjoys security of occupation, and is eligible for compensa¬ 
tion for improvements made by him <*nd when the landlord invests 
capital in the land, tenant farming can show better result® than any 
other system since the landlord’s capital resources are much greater 
than those of a small peasant proprietor. Bui ii the choice is bet¬ 
ween a peasant proprietor and an absentee landlord, who is a mere 
parasite, the former is to be preferred, 

9. Reform of the Zamindari Tenure. It has been suggested by 
some authorities that the Zamindari system can be made to yield 
good results if its present defects are eliminated. For instance, in the 
view of the majority of the Bengal Famine Enquiry Com mission the 
defects of the Zamindari system could be improved by making *^tbe 
proprietor perform functions which are of substantially the same 
nature as those performed by the Revenue Department of Govern¬ 
ment in r^otwari areas and of no less public importance”.^ In ‘hit 
rnmute of Dissent, Sir Manilal Nanavati, a member of the CTommii- 
sion, argued that it w^as impossible for the proprietors to perfom 
such funotione. 

10. Need for Tenancy Legislation. The tenancy problem does 
not anee when the owner of land himself cultivates the land. It 
arises only when he lets out the land to someone else, 'ibe problem 
emerged in permanently settled areas when the Government con- 
ferred proprietary right® in land rn revenue farmers. The original 
holders were thus degraded to a subordinate position. In Oudh 
this problem arose due to political causes. After the Mutiny it was 
thought necessary to create Talukdars with a view to curbing the 
masses who had proved troublefcme. In Agra early settiementa 
werc5 made with the so-called Zamindars without inquiry. Such 
Zamindars were interested in realising maximum rent and meeting 
the Government demand of revenue. The actual cultivator waa 
reduced to a mere tenant at-will and bis condition deteriorated. 
The evils of absentee landlordism emergen and evictions and 
rack-renting became so common that the State had perforce to 
prot:*ct the tenant by legal measures. 

The same problem has emerged in Ryotwari areas, too, since 
sub-ietting hes become common. In some districts in the South, 
^ number of cultivating owners is actually less than of tenante! 
The tenant here Is absolutely unprotected and has as poor a status 
n? ^ foj™daboarer. The Banking Enquiry Commissions of the 
run jab, Madtas and Bombay speak about this trend in the mcrease 
of tenant cultivators at the expense of owner cultivators. 

, aooo that the tenant needs protection of law not only in 

the Zamindari areas but also in Ryotwari areas. Let us discuss the 
problem previnoe-wise, since though common to all provinces, it 
nas had different treatment in verifying conditions, 

-M! _Pgnitanently Set tled Zamindari Areas. Bengal. In 17 p 3 
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land revenue was fixed here at high rates (9/10 of the rent) and was 
to be collected by the Zamindars accredited by the Government* 
Although Lord OornwaOis intt nded to protect the tenant it was not 
till 1859 that the Rent Act (the first tenancy law in India) was 
passed in Bengal. It was amended in 1885. It gave some protection 
to tenants who had held the same land for 12 years* They could 
not be ejected without the decree of a competent Court nor could 
their rent be increased at intervals of less than 5 yearn. In 1907 
the Act was further amended to guard against enhancement of rent 
by collusive com pro jaises and to remove other defects brought to 
%ht by experience. In 1928 another Tenancy Act was passed 
according to which the tenant was given the right to transfer his 
holding on the payment of a fee and the landlord got the right of 
pi?e*emption. The Act further strengthened the under-royt In 
1938, the Congress Ministry passed a Tenancy Act to abolish the 
illegal exactions and cesses charged by the landlord from the tenant 
and reduced the interest on arrears of rent to ^ The Act was 
further amended in 1939 and 1940 to prevent fraudulent practices 
in respect of enhancement of rent and to further protect mort* 
gagors These laws gave some protection to the occupancy tenant 
ana under*ryot, but the position of Bargadars (crop-sharing tenants) 
remained unrelieved. The Bengal Revenue Commission recommend¬ 
ed a grant of limited occupany rights to them and a reduction of 
the share of the produce given by them to the landlord from 
half to one third* 

Jfadffia. In Madras the tenants' rights were protected by the 
Madras Estate Land Act of 1909 which replaced the Rent Recovery 
Act of 1865. I'enants cultivating the estate lands were given 
occupancy rights and could not be evicted so long as they paid pres 
cribed rents. Rents could be enhanced only on certain clearly 
ddSbsed grounds. The Congress Ministry tried to confer further 
lights on tenants in 1939 but the Bill could not go through. In 
Pebriiaary 1947 a law was proposed to fix land rents according to 
those paid in 1802 and cancel all enhancements in excess of it* 
Ryots on permanently settled areas wore to have the right of 
occupancy which would be heritable and transferable. 

Bihar, In Bihar the Act of 1934 made the imposition of 
heavy exactions like salamin and ahwabs illegal but they went on* 
In 1938 the Congress Ministry passed the Bihar Tenancy Act and 
gave absolute right of transfer of his holding to the tenant, fixed 
rates of instalment on arrears of rent at 6i%, made abwab$ 
punishable with jail and disallowed increase in rent except on 
grounds of improvement made by landlords. In the same year the 
Bihar Restoration of Bakasht Lands and Reduction of Arrears of 
Rents Act was passed !t provided for restoration to the ryot of 
lands sold in years of depression on payment of arrears of rent at a 
reduced rate. Similar help was given to the ryot in Chhota Nagpur. 
Thee© measures gave no relief whatsoever to the tenant-at^will 
working on a crop-sharing basis. No less than 20% of the area is 
imltivuted by sow tenants who resemble Bargadars of Bengal* 
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In tbsKe Mrmaziantly settledi areas the Gordian Knot hm at 
last been otit by the abolition of Zainindaria* Of oonrse it wotiU 
take some years to oompiete payments of compensation to the 
Zamindar and pnt into effect the complete scheme bnt the princL 
pie has been conceded* 

11. Zamindari Areas Temporarily Settled. U*P. The 
Bengal Act of 1859 was also extended to Agra, giving right 
of occupancy to tenants occupying their land for 12 years 
or more continuously. The Agra Tenancy Act of 1901 provided 
that a cbar^ge of holding or dispossession for less than a 
year should not be taken as a break. To encourage long leases, it 
was provided only leases of 7 years or more would work towards 
occupancy rights. In 1926 non-occupancy tenants also obtained 
life tenure and in return the landlord had his rights over sir or 
khud ka$ht land extended* In 1939 the Congress Ministry passed 
the U.P. Tenancy Act which conferred hereditary rights on tenants 
enjoying occupancy rights, restricted the grant of sir rights and 
limited the area to 60 acres, it further restricted rents^ to the 
rates existing between 1895-1905, and they could not be increased 
for 20 years. The rate of interest on arrears was reduced to 

and ejections were disallowed, unless there was prolonged default. 
This legislation provides a fairly effective control against rack- 
renting in U. P. The principle of the abolition of Zamindari 
system has already been accepted in the U. P. 

<7. P. In the 0. P. the posirion of the tenants was always 
stronger than in other provinces. The Government at the time of 
settlement not only fixed the land revenue to be charged but also 
the rent the tenant had to pay. The rights of occupancy were 
heritable and transferable with pre emption in favour of the 
landlord. In 19J^9 oocupanov tenants were further given the right 
of transferring land by mortgage and sub-letting for 5 years. The 
landlord had the right of pre-emption. Sub-tenants could be 
declared occupancy tenants, if the land was continuously sub-let 
to thete. Rack-renting was not a substantial menace in this 
province. 

Orissa. It is a province of temporary settled estates. When the 
Congress Ministry came into power in 1938, they passed the Bihar 
Tenancy Act giving absolute right of transfer to the ryot of his 
holding making abwab punishable with imprisonment, reducing 
interest on all arrears of rent to 6J% and disallowing all increases 
in rent except when mode on grounds of improvements made by 
landlords. This raised a storm of protest. 

12. Ryetwari Areas. East Punjab a nd Bombay have 
the ryotwari system of land tenure. The combined Punjab bad 
42% land under peasant proprietors. Of the rest, 8% was held by 
occupancy tenants and 50% •by tenants-at-wili An occupancy 
tenant is one who for two fgenerations has paid neither rent nor 
service to the proprietor but only u share of the Government 
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nBseisment. He enjoys extensive rights an<I can hold land so long 
as he pays rent fixed by the authorities. He oau pass on land to 
bis descendants on the same terms. The only difference between 
him and the owner is that he has to pay a smaller sum. The 
owner is responsible for the payment of revenue bo the Government. 
The area with the tenants-at^wiil has been increasing. 

As a result of the partition of India all the Hindu^Sikh popu- 
latkm migrated to East Punjab. They had left behind much 
larger area in West Punjab than available in East Punjab. Conse- 
ij^uently full quota ()f land could not be given to the owners. In 
^he first instance, records of holdings could not be secured. So to 
avoid wasting of the standing crops left by the Muslims, a tern* 
porary allotment of land was made in East Panjab in 1947. It 
bas now been decided to make the permanent allotment on the 
following basis :— 

(1) To allot in full to every owner of 8 acres or less of land. 

(2) To make a proportionately less allotment to every owner 
of more than 8 acres of land. 

It may be mentioned that it is an excellent opportunity to 
compensate non-cultivating owners fn Eafet Punjab in bearer 
bonds to be paid in the future and to create economic holdings 
which cannot be moroelled out at the death of the present holders. 
Colonies of peasants may be settled on a co-operative basis and 
their land cultivated with the help of Government tractors. 

Bombay, Tenancy has been governed in Bombay by customary 
law. The need for legislation was, however, felt and the Congress 
Ministry took the first step to pass the Bombay Tenancy Act in 
1939, The Act came into force in some selected areas in 1941. 
The main provisions are as below: 

(a) A new class of tenants was created which was proteoted 
from eviction provided they had held land for six years before 1938 

and had personally cultivated it during this period, 

(b) i'he security of tenure was subject to some conditions such 
as , (i) the landlord’s right to cultivate the land himself or to use 
it for non-agricultural purposes, (ii) continued payment of rent by 
tenant and (iii) cultivating the land himself and not sub letting 
it» But if ejected the teniint was entitled to compensation for the 
improvements made by him 

(e) Procedure by which reasonable rent payable by a tenant 
was to be determined in the absence of an agreement was laid 
down. 

(d) Certain benefits were conferred on all classes of tenants. 
Maximum rates of rent could be fixed on some areas by Govern¬ 
ment. Bemissions of land revenue by Government had to be given 
to the tenant. Landlords were to be punished for unlawful exac¬ 
tions. Tenants were entitled to the trees planted by them and 
compensation for them if ejected. 

(e) No agricultural lease was to be made for less than ^ten 
years. This was to enoourage tenants to improve the land. 
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13. AdnsTvmwitt of Toaoney Logitlotioa. The moia obj^ts 
of teoaney legiaiatioa in India have bee.i : (a) to put limitations 

on enhanoement of rents ; (b) to prevent arbitrary ejectments, (o) 
to confer ooonpanoy rights on tenants ; (d) to restrict the right of 
distraint for arrears of rent, while granting exemptions in the case 
of attachment in respect of tools, seeds etc; (e) to provide for 
reduction or suspension of rent on the occasion of reduction or 
suspension of land revenue ; (f) to ensure oompensation to the 
tenant for improvements made by him on the land ; and (g) to 
protect the tenant from various kinds of exactions oehI impositions 
like sakimia, abwabs etc. 

It must be recognized that, generally speaking, the measures 
passed in the various provinces have succeeded in achieving many 
of these objects. These Acts have resulted in considerably curtailing 
tht< privileges of the landlord. But unfortunately the benefit has 
not always gone to the actual tiller of the soil. The oconpanoy 
tenant whose rights have been protected is not in many oases the 
actual cultivator. He has iu his turn become a mere rent receiver. 
The actual cultivator very often is a mere tcnant'at>wilt woridng 
on the system of crop-sharing like the Bargadar of Bengi^ 
Tenancy legislation does not take him into account. He is 
rack-rented as before and enjoys no security against arbitrary 
ejectments. 

The Bengal Famine Enquiry Oommission found that three 
tendencies were common in respect of tenancy situation in various 
provinces. Firstly, a tendency towards the increase in the number 
of tenants as a consequence ot expropriations of previous owners. 
Secondly, rack-renting of tenants, especially tenants-at-will, and 
thirdly, an increase in absentee ownership.^ 

Tbe review of the tenancy problem by the Bengal Famine 
Commission indicates that the proportion ot land cultivated by 
Don-oooupancy tenants, though it varies in different parts of the 
country is quite substantial. As regards the terms on which the 
land is held by this class of tenants, “the crop-sharing system 
generally predominates and exists in all provinces.” As regards 
the efficiency of this system, the Commission opines: “It seems to 
us prsma/dcse probable that production must suffer where the 
tenure of the cultivator is insecure, and the incident of the 
rent so heavy as to leave the cultivator inadequate returns 
for his labour and entorpriae.” The majority of the Com¬ 
mission, however, do not think that orop-sharing on half- 
and-half basis is always detrimental to the interest of the tenant 
and efficient onltivation when soil is good, holding is large end 
tenure seonre. But such oonditions are not commonly found. 

One member (Sir Maniial Nanavati) felt convinced that crop- 
sharin g system is incompatible with efficiency of production and 
1, Jh'ar dofeaiia read the aaawers given oy vanoii» fc’rnvitioiai ckiverumaaiT 
iio the iaetiad by the (>» a^naioii. Appendix li, pp* 
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fairoared it® aboKtioaK Sir Nanavati suggested radical reform of 
the whole land system, without which our rural problem is incapable 
of solution. He believed in the abolition of the Zamindari system 
altogeth6r~a problem we have already discussed. We ate in complete 
agreement with Sir Nana vat i in this matter. 

He further thinks : '‘The Zamindari institution is too obsolete 
to fit into any government organization. Any attempt to 
enforce such a measure would not only fail to benefit the people but 
would meet with friction and disharmony at every step and be a 
perpetual source of embarrassment to Governments*.®^ 

According to Sir Nanavati, (i) it is impossible to convert the 
permanently-settled estates within their existing frame-work, into 
an eflSlolent department of land revenue as in the Ryotwari areas 
and force taem to perform the same functions by legislation. (2) 
The estate owner will not agree to the expenditure incurred for 
the resettling of the estate on the new basis for which there will 
be no return to him whatsoever. (3) Under modern conditions 
when the funotious of the State are fast expanding it is unjustifiable 
for it to hand over the administration of the most pivotal depart¬ 
ment of the State {mz., the Land Revenue Department) witij all its 
ramifications to a private agency. (4) The new scheme of land reform, 
rehabilitation and social reform intended for rural areas will not be 
adequately carried out under the aegis of a private agency. (5) The 
kisans for whose benefit apparently this scheme is adumbrated 
will not give their willing oo*operation to the Zamindars bearing in 
mind the past history of their relations. (6) Finally in no part of 
the world has sUoh an experiment been suoessfully tried.® 

Sir Nanavati therefore favoured the abolition of the Zamindari 
system not only in the permanently settled areas but also in the 
temporarily settled areas and substitution in its place of the Ryot- 
wari system, thu® creating peasant proprietorships in place of 
tenancies. The Sub-Committee of the N. P. C. in its report on 
land policy suggest that the ownership in all forms of natural 
wealth must belong to and vest absolutely in the people of India 

collectively.No intermediary parasites—Zamindars, Taluqdars, 

malguzars, etc.—should be recognized. All rights or privileges grant¬ 
ed to any of these classes should be bought out. Steps must forth¬ 
with be taken to consolidate all such forms of wealth into such 
standard units as can be most ecouamioally operated with a view 
to increase the aggregate net return and to minimize the amount 
of human effort involved in cultivating these. No subdivision of 
a^oultural land by any incident of inheritance, mortgaging, aliena¬ 
tion or device of share-holding corporation, should be permitted. 

H- Creation of Peataal*Propriatorihips. The principle of 
the abolition of Zamindari tenure in areas where the permanent 

L fciee MitJute of Dissent, by Sir Report, pp. 34g-375. 

2 jN.P.C. Report ep Lend, Policy and Agriculture, pp, 48-49. 

3 . Minute of by Sir M. Kanavati, pp. 
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Imd rovantte settlemeat waa established, haa been accepted fey the 
new oonstitiitiou of India as well as by the Provinoial Governments 
eoneerned* This involves the purchase of all proprietary rights by ’ 
the State from the present landlords and conferring them on the / 
actual cultivators of land, which means the creation of the system I 
of Peasant Proprietorship. This system abolishes all parasitical i 
intermadiaries between the ouitivator and the State and thus ensures 
full return to the agriculturist for his labour and investments. It 
creates a sturdy self-reliant and independent class of people who 
are the back "bo ae of the State. Production is stimulated and the 
agriculturist and his family put forth their best. There is thus 
greater scope for raising the living standards of the rural people. 

But the peasant proprietorship has its weakness, its dangers 
are specially great in a country like India in which the laws of 
inheritance envisage equal division of landed property among the 
heirs. This leads to small and fragmentary holdings which are 
uneconomical to work. The maximum area of a peasant bolding 
should therefore be fixed and the working unit of land kept at an 
economic size. Further, the small holder should be provided with 
the equipment to carry on progressive agriculture, 

Kecent land refurms in Europe have alpo been in the direction 
of creating peasant proprietorships. Even in Great Britain, the 
traditional home of landlordism and tenancy cultivation, the 
proportion of laud worked by the owners rose from 10*6 per cent in 
1913 to 36 per cent in 1927. In Franco percentage of owner-cul¬ 
tivated area rose from 53% in 1892 to 60% in 1929. Many European 
countries now have peasant proprietorship as the dominant 
system of cultivation. Thus the percentage of the area cultivated 
directly by owners is 89% in Germany, 85% in Hungary, 80% in 
Switzerland, 90% in Czechoslovakia, 89% in Latvia, 72% in 
Estonia, 57% in Italy and 51% in the Netherlands. 

The ^tate in these countries has taken active steps to create 
and maintain economic peasant holdings. By buying up big estates 
and setting up small cultivators on them, by putting restriofeions 
on the transfer of land, by creating non-attaohable farm properties, 
by prohibiting division of properties on succession and by reclaim¬ 
ing waste lan^ and releasing them for cultivators 

Dr. R. K, Mukerjee and Prof. Kale recommend the following 
measures of land policy in India* : — 

{}) All agricultural land should belong to the State, and 
should be divided into economic holdings, whose maximum area in 
different regions should be fixed after systematic enquiry. Under¬ 
sized holdings should be regrouped and amalgamated. 

(2) Eoonomio holdings thus oonatituted should be protected 
against further sub-division by law. The system of preferred heir 


l* Nanavati atid A ijana— Indian Baral Problem, p. 3554* 
2. H. P. 0. Report, op; pp' ^ ^ 
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prerralent m Qermany may be oousidered m this ooaaeotion. All 
sub^mfeudatton should be prohibited and sub letting disallowed 
beyond two agrieultural seasons, 

(8) In newly reclaimed areas acquired by the State for settling 
agrioultural labourers, however, no new vested interests shouid be 
meatdd and collective family cultivation system should be adopted 
in acKKirdance with modern soientidc methods. 

^4) Coileotiva farms are unsuitable in India but co-operative 
organisations of the multi-purpose type deserve encouragement, 

18. Diffienltiss of Abotishing Zamtndari* The Zamindari 
system is going. So far as Iniia is oonoernod, there are two 
difficulties in the way. The financial difficulty is the most formid¬ 
able. The Land Revenue Commission, Bengal, estimated that on 
the basis of compensation at 15 times the net profit, the total 
compensation payable to holders of proprietary interests would 
come up to Rs. 137 crores. If raised by loan at 4% this debt 
would take 60 years to be discharged. Similar amounts will have 
to be paid by other provinces where the Zamindari system prevails. 
The Bengal Famine Commission therefore did not think that the 
abolition of the system could be carried out within a relatively 
short time without incurring financial commitments which might 
seriously restrict the resources of public borrowing available for 
other urgent schemes of development. 

Sir Manilal Nanavati in his Minute of Dissent did not agree 
with this view of the majority. According to him the financial diffi* 
oulty was not insuperable. In the first place, money was not to be 
paid all at once but over a period of from 20 to 30 years ; secondly, 
only a small portion (to pay off small landlords) of required funds 
would have to be borrowed. Most of the money would be available tc 
Gbveroment from the acquisition of proprietary rights. Accord- 
lug to his scheme, payments would be made by annuloiea out of the 
idditional revenue from the resources acquired by the Government. 

Then there is the administrative aspect, especially in the case 
of permanently settled estates. The revision of record of rights is 
an essential preliminary. The settlement operations necessary 
might take some years but these difficulties are not insuperable and 
oaa be surmounted once the scheme is undertaken. 

18. Abolitioii of Zaintiidari^ The question of abolition of 
the permanent settlement and the Zamindari system has been 
eaeroising the mind of the people in India for a very long time* An 
eapert commission (1938-40) reported on it in Bengal and recommend¬ 
ed that the State should get rid of the landlords. To Bihar belongs 
^e honour among Indian Provinces of being the first to take practical 
steps towards its abolition. As regards oompensation, the maximum 
rate of 20 times the revenue assessment is^applicable to incomes up to 
Be. 500 per annum, while the minimum rate of three times becomes 
applicable to incomes of over Rs. I lakh. The compensation is 
to no paid over a period of 40 years. There are about i27 lakh 
gaimndars in the province and their total annual income is Rs. 16 
The Government would thus be owner of the land and be 
.... on "Lied aaSf"iS|Erioultur6 , .. ^ 
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in direot rela^ticm with th© oultivatiug tenant a& in the Byolwerf 
areas. The changm planned to improve the methods of cultivation 
will follow in course of time. 

In Bengal, too, Land Acquisition and Tenancy Bill has been in¬ 
troduced in the Provincial Legislative Assembly. It seeks to purchase 
rights only in agricultural land, A minimum period of 10 years is 
estimated to be required to put the scheme into practice. The import¬ 
ant provisions relate to the working out of (a) the rate and method 
of payment of compensation, (b) arrears of rent and indebt^ness of 
landlords and (c) tenancy regulation after State acquisition including 
restrictions on transferability, consolidation of holdings and pro¬ 
hibition of Boogfi system of tenancy under which the tenant is 
groaning. 

Compensation is proposed to be payable on the basis of net 
income which will be determined by deducting due revenues* 
expense of maintenance of irrigation works and fair collection 
charges. The rate of compensation recommended by the Blond 
Commission varies between 8 to 15 times the net income and 
strikes a rough average of the time. Charitable trust properties will 
receive perpetual amenities equal to their net inooines. The BiH 
provides for scaling down of the debts of smaller aamindars and 
makes provision for collection of full arrears of rent due to them. 

The Bill also provides that there shall be only on© class of ryot ' 
aith rights of occupancy under the Government as the sole landlord* 
Sub-letting is disallowed and sub-division restricted. The maxi- ^ 
mum size of a holding is also fixed at 60 bighas or 5 bigbas for each 
member of a family, whichever is greater. Even though the ryot 
g(U only rights of occupancy, yet for all practical purposes he will 
be a peasant proprietor. 

U. P. and Orissa have also accepted the principle of abolition* 
There is only a differ©noe of opinion in regard to the scale and 
nature of compensation and its calculation. This is a mere 
matter of detail. The net result will be the disappearance of rack- 
renting at the band of an obsolete, unwanted class of parasites. The 
benefit will be substantial if and when handicaps discussed above are 
remedied and i nprovements taken in hand. 

In Madra?, too, the Bill for the aboHtian of permanently settled 
©states has been passed by the Legislative CouuciL This will bring 
the entire province under the Ryotwari system. But it does not mean 
that the cultivator and his land are going to improve all of a sudden. 
As w© have said above, certain reforms are necessary before this 
improvement can take place. For one thing the land revenue should 
be determined on a rational and scientific basis. Secondly, the 
cultivating ryot must have an economic holding, the morcalment of 
which should be prohibited by law. This will need a radical change 
in the laws of succession. It may also be suggested that as fat as 
possible cultivation should be carried on on a co-operative basis. 

The bills for abolition in Bihar and Madras having been passed 
by their respective legislatures have been sent up for the Governor- 
General^s signature and confirmation which have not yet been given 
due to considerations of inflation and other mscnSf 



CHAPTER VII 

THE UNIT OF CULTIVATION 


L IntrodticlioEi. There are three essentials of progressive agri* 
enltnre : (a) an economic unit of cultivation, (6) proper equipment 
and (o) incentive for effort. We have already discussed conditions 
of tenure which would induce the peasant to put his best efforts 
in cultivation. We saw that this wj s possible only if the plasant 
was certain of reaping the fruit of His labour. It was thug necessary 
to abolish all superior interests which appropriated the major por¬ 
tion of the profits of cultivation. Productivity is also determined 
by the character of the cultivation and the equipment in the way of 
took, manures, water, etc., available to him. We shall consider this 
probkm later. The unit of cultivation is of no less importance. Its 
size determines the character of equipment that can be usefully em¬ 
ployed by the cultivator. Even proprietary rights in land will not 
stimulate best efforts if the holding is of an uneconomic size. 

2. The Holding. Holdings map be viewed from the point of 
view of ownership and that of cultivation. The ownership-holding 
may be quite large in size but it may be distributed among a 
number of cultivators, thus making tbe unit of cultivation small. 
Conversely, a number of owners’ holdings, each small in size, may 
be cultivated by one tenant, thus making the cultivator's holding 
large. Sometimee tbe owner cultivates his own holding. He may, 
of course, let out a poition of holding or may take on rent some 
land from adjoining owners. From the point of view of agricultural 
efficiency, it is not the size of the ownership-holding, but that of the 
cultivation holding, that matters most. It is seen that an average 
cultivator’s holding in India is small in size and is split up into 
fragments scattered all over the village area. 

3. An Economic Holding. It is not easy to define an econo¬ 
mic holding. Its size would vary with circumstances but it should 
be such as to provide full continuous employment to a family and 
a reasonable income to live in comfort. The size mainly depends 
on the following :— 

(al The methods of cultivation. If mechanized methods are 
used, the size will be 200 acres or more. With primitive methods 
about 25 acres would be economic. 

(6) Crops raised. For the production of wheat the size of tbe 
holding has to be large to give best results. For vegetable and fruit 
production the size required will be comparatively small. 

(c) The producUvity of the soil. When the soil Is good a small 
area may be adequate to support a family in comfort. When the soil 
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is inferior or lacks proper irrigational facilities, a larger area wonW 
be necessary* For instanoe, 6 acres in the Jullundnr district of ike 
Punjab may give a higher standard of living to a family of five thaUw 
say, 16 acres in the Hissar district. 

(d) The organimiion of apricndture. For instance, if farming it 
carried on co operatively by a number of families, a large-sized hold* 
ing will produce best results, while if it is carried on individually, a 
small size may be good enough. This is partly because under co* 
operative farming scientific methods can be profitably applied* 

The size of a family and the character of its equipment are 
important factors in determining the size of an economic holding* 
Such a holding varies in different parts of India according to the 
character of the soil, rainfall and other facilities for irrigation and 
marketing* 

Dr. H* Mann defines an economic holding as one which wilf 
‘‘provide an average family with the minimum standard of life con¬ 
sidered satisfactory.** He puts the size of such a holding in a Deccan 
village at 20 acres. According to Keating* an economic bolding 
should allow a man a chance of producing ffufiSioient to support him¬ 
self and bis family in reasonable comfort after paying his necessary 
expenses* He puts euch a holding in the Deccan at 40 to 60 acres 
of fair land in one block with at least one good irrigation well* 
According to Sir Vijayaraghavacharya* “from 4 to 6 acres is the 
minimum subsistence family holding.*’ Of course, the size, he agrees, 
will differ with differences in soil, productivity, water supply, crop- 
rotation and agricultural practice* 

4* The Size of an Indian Owner’s Holding. Whatever definition 
of an economic holding may be adopted, the large majority of the 
holdings in India, both cultivation and proprietary, are not of an 
economic size^ Mr. H* Calvert conducted an inquiry into the size 
and distribution of owners* holdings in the Punjab and found that— 

(?) About 17’9 per cent of the owners* holdings are less than one 
acre and the area thus owned is only one per cent of the whole. 

(ii) About 40'4 cent of the owners own from one to less than 
five acres, the land involved being 11 per cent of the whole* 

(w) About 26*2 per cent of the owners possess from five to less 
than 16 acres, the land being 26*6 per cent of the whole* 

(it;) About 11*8 per cent own from 16 to less than 60 acres, the 
land being 36*6 per cent of the whole. 

(v) About 8*7 per cent possess 60 and more acres and own, at a 
rather rough estimate, 25*7 per cent of the land.* 

“The average cultivated area per owner in the Punjab is bet- 

i ween seven and eight acres. A more recent enquiry carried out by 

1. **The average area held by anoh nVhfc holder (in India) is smaU and 
t^ere are a very largo number of suoh holdings under two or three aores**^ 
fiepori of Agrioultoral Oomtnis6M>u, p. 143. 

Oalverfc --op. oit. -pp, 172-173. 
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the Board of Eoonoioio Eoquirv, Punjab^ in 1939, roveak a ftiither 
deterioration in the size of the bolding. According to Calvert* M‘3% 
of the owners cnltivated Jess than 5 acres of land. According to the 
^eond enquiry, this percentage had risen to 63*7% while the land 
involved remained about the same. If 15 acres are an economic 
bolding, as some people think, then 88% of the owners had less than 
this size in 1939. 

The holdings in other provinoea are still smaller. In Bengal 
4<S per cent of the farmers have holdings below two acres f aoh, while 
another 21 per cent b we two to four acres each. The average size 
varies from two to th^ee acres in Madras to half an acre in Bihar 
and Orissa. In the United Provinces it is two and a half and in 
Assam it is barely three. 

5. Size of CwItivaforV HoMing. As already noted, the size of 
cultivation is more significant than the size of ownership Many of 
the holdings below one acre in the Punjab, for instance, are cultiva- 
ed along with other areas. On the other hand, most of the large 
holdings are parcelled out by the owners to tenants, each cultivating 
a comparative ly small area. 

Mr. Calvert^s enquiry into the size and distribution of cultiva¬ 
tors’ holdings in the Punjab found that— 

22 per cent of cultivators cultivated one acre or less each ; a 
further S3 per cent of cultivators cultivated from 1 to 5 acres each ; 
a further 31*9 per cent of cultivators cultivated from 5 to 16 acres 
each ; a further 12 6 per cent of cnltivalors cultivated from 15 to 
50 acres each ; and only one per cent cultivated over 60 acres each. 

Comparing the results of his two inquiries Mr. Calvert conclud¬ 
es : ‘‘There appears to he about 600,000 ownerless f ultivators, a 
real tenant class; the number with one acre or lees is disconoerting- 
h great, numerous small owners in the 1 to 6-acre group have 
managed ^ get enough land on rent to take them out of thia group 
into t ne higher up; once the 16-acre holding is passed the number 
dwin<tlee sharp) v, As the size of a bolding considered cultivable by 
one yoke of oxen is about 14 acres, it is clear that very many have 
failed to increase their holding to this size, so that there is a real 
demand for land on rent—a fact which accounts for Ihe high rents 
and the ability of the landlord to exact a fifty per cent share ins¬ 
tead of a reasonable cash rentb Thus tbemajorty of the holdings 
in th^ Punjab are below the economic level The"size of holdings 
in the East Punjab is smaller than it was for undivided Punjab 
Canal- irrigated lands in West Punjab where the holdings were 
comparatively larger have ^one to Pakistan. Besides, the total land 
evacuated bv non Muslims m West Punjab was 6*7 million against 
only 4*5 million acres evacuated by Mu^^lims in the East Punjab. 
This is another reason for the smallness of the size of holdings in 
East Punjab. ® 


1. Calvert—op. cit., p, I7e. 



THE UNIT Ot COmVATION 


The taUe below gires the namber of oaltivated acres pe^ farmer 
aiMl the average size of holdings io 19 il. The table reflects oondi- 
tinas among permanent right holders. The actual positioj^ is worse 
becanse many of the smallest oaltirators cultivate extremely tiny 
fields. 

Frovmoo Aores cultivated Average »iaie 

peroulfcivaioT of holding in aoTes 


Bombay 

16*8 

C. F, 

20.0 

Punjab 

8*8 

Madras 

0*9 

Bengal 

6*9 

Assam 

8*4 

U. P. 

8i 

Bihsr, Orissa ... 

2*9 


1F7 

8*0 

7*2 

4*6 

2*4 

About 2*0 
6*0 

Between 4 and 5 


Compare with these figures the averages per cultivator rdating 
to some other countries 

Belgium .. ... 6*7 

Franc© 16*6 

Germany 19*26 

England ... 26*96 

XJ. A. .. ... 140*0 


la Japan and Egypt the average holding ia about acres. 
In Japan, Belgium and Denmark small holdings are accouipaaifd 
by highly intensive cultivation. In India holdings are small, but 
intensive methods are rarely used Only m Bengal, Assam and 
the U.P where rice is cultivated, intensive methods are used. It is 
possible here for the cultivator to support a family on his tiny 
holding. 

6. Fragmentatioii or Morcellement of Holdings. Sub«divi* 
sion of holdings means the small size of the total area held or culti¬ 
vated. Fragmentation implies the scattered ohaiacter of this area 
into small pieces all over the village area. Though, usually fragmenta¬ 
tion of ownership also means fragmentation of cultivation, this need 
not be always the case A cultivator may take on rent a block of 
land consisting of several plots belonging t > diflfereat owners. On 
the other hand, a oonsohd ited owner's holding may be let on rent 
to different tenants in fragmented pieces. From the economic point 
of vipw, consolidation of cultivation is more important than oonsoli* 
dation of ownership unless, however, the two coincide. 

Fragmentation is normally caused at the time of sub-division 
of property among several owners ^ach of whom wants to get a 
portion of each of the ancestral pieces Fragmentation of cultiva¬ 
tion is, therefore, the result of the frtgmentat on of ownership. A 
few examples will give some idea of the extent of fragmentation in 
India In the village of Pimpla Sau lagar, Dt Mann found that 
158 owners owned between them 72^ plots, of wruoh 483 were leas 
than 1 acre eadi and 211 less than a quarter of an acre. In 
Ratnagiri, the size of individual plots is sometimes as small ai 
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0*0062S of an #ere« In the Punjab, too, somo Saids haTO hem fpmid 
wbioh ware a mSe long and a faw yards wide, and otbam so small 
that it was not possible to oulti\rate them* As in Bairampore, 
Punjab, Mr. Bbaila found that 34*4 per cent of the cultivators had 
over 25 fragments each, la Pimpla Saudagar 62 per cent of the 
plots were found to be less than one acre in area and in Jategaon 
there were 31 per cent of such plots.^ 

7. Causes of SulrDivision and Fragmentation. The main 
causes which have led to the small size of holding and of individual 
plots are given below. 

(») Growth of Popviaiion, As population grows, land gets 
divided among larger and larger numbers of people and the size 
of an average holding decreases. 

(if) Lam of Inherit %nce. Both Hindu and Muslim laws of 
inheritance favour partition of landed property amongst the heirs. 
At the time of division, the heirs demand a piece from each quality 
of land. Thus with aub-dtvision of holdings comes fragmentation, 

(in) Decay of handicrafta due to oompotition from machine- 
made goods, has increased pressure on land, especially when there 
has been no corresponding industrial development to take away 
the surplus population from land. 

(iv) Attachment to landed property. In India there is great 
sentiment for land. It is a source of prestige and the landowner 
does not sell out his land easily. Everyone sticks to his little share 
of property which causes further sub-divsion and fragmentation. 

(o) The advent of the British rule, by establishing peace and 
security and definite rights in land, has also encouraged money¬ 
lenders and other middle class people to invest in land. 

(Pi) Agricultural indebtedness has also acted in the same 
direction. Frequent divisions of landed property have been caused 
by the chronic state of indebtedness of the peasantry. 

(pii) Breakdown of the joint family system and the growth of 
the spirit of individualism have made joint farming an exception 
and partition the rule. ^ 

Mie main cause, however, is the increase in population un* 
aooompanied by adequate expansion of alternative avenues of 
employment 

Sub-Division and Fragmentation. The sub-divi* 
sion of holdingb is sometimes justified on the ground that it gives 
equal chances to all the heirs of landed property and prevents the 
creation of a class of landless labourer and thus conduces to 
economic and social stability. Similarly, fragmentation of propertv 
is defended on th^> ground that it insures the cultivator against 
vai^aries of seasons by enabling him to sow his crops on different 
spit 8> Moreover, it make s possible a more elaborate rotation of 

1. Rsjport of the Roya.1 Commission on Agriouknr©, pp. lailug 
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crrops. Bufc the ovih of aad fragoieafcary holdiugi iwre mmdi 
greater thaa aay adv^aatago tiiat may aooriie. 

Sttb^diTision and fragaaentation are wasteful and are a serious 
obstaole in the way of agricultural improvement. 

In the first place, under such conditions even the poor equip* 
meat possessed by the oultiVictor cannot be used to the best 
advantage. 

Secondly, it makes improvements like wells, labour-saving 
devioes, introduction of more valuable crops and large-scale produo* 
tion an impossibility. 

Thirdly, the standing charges being the same on a small farm, 
the cost of production per unit of prolaca is higher than on a large 
farm. For instance, fencing charges per acre on a small and frag* 
mented holding are higher. 

Fourthly, initiative is discouraged due to difficulties of proteo* 
tion of crops against man and animal. Independent well-digging 
is not possible. 

Fifthly, much area is wasted in hedges and paths. 

Apart from these, fragmentation hm some special evils. There 
is considerable jraste of tune, energy, produce and manure when 
the plots lie scattered about over a big area. Some plots are so 
small that it is not worth while ouUivatiiig them and thus there is 
waste of land. Moreover disputes about bourxdanea, rights of passage 
for man, beast and water are a common feature of village life and 
cause waste of time, money and energy ot the cultivator. 

9. PropcMwd Remedtas. Various remedies have been proposed 
to meet the evils of sub-division and fragenentation. There are rem¬ 
edies which try to create economic holdings. Then thura are sugge8-» 
tions for prevention of further sub-division and fragmentation of 
holdings. These remedies are detailed below. 

(i) Creation of Economic Holdings, This may be done either 

(a) by socialization of ail land and then its cultivation on the prin¬ 
ciples of oolieotive farming as in the U.B.S.R. (to be explained later 
in this chapter). 

(b) Individual landed property may be pooled for the purpose 
of cultivation on the oo-oparative farming or jjint management 
principle while keeping private property in land intact. We shall 
discuss these methods also presently. 

(c) In Italy money is advanced by the State and old mortgages 
taken over to promote eoouomic holdings. Since the number of 
une»oonomio holdings is very large and the sentiment in favour of 
ownership strong in India, this method will prove very expensive. 

(if) Preservation of Economic BoHings, A further remedy is 
not to allow holdings that are eoouomio to become sub*divided into 
uneconomic ones. This may be done in several ways. 

By changing the laws of inheritance and substituting the 
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iaw of primogenitur© by which landed property will pass on to the 
eldest son. This may create diffiu;altbs as rooitions will have to b© 
found for the younger sans, which is difficult. This might lead to 
the creation of a large landless class. Moreoirer, Hindu and Muslim 
religious sentiment will be a big hurdle in the way of this change, 
(6) By making a holding iiidivisible after it has reached a oer» 
tain aiae to preserve its economic character (Impartible Holdings). 
Egypt has passed the Five Fedden Laws to do this. ** Although 
the land is nominally divided amongst the heirs, it is actually left 
in the hands of one to cultivate on behalf of the whole number or 
may b© handed to trustees to manage for ali.’*^ Mr. Keatinge 
suggested giving to the right-holder of an economic holding, power 
to regi«3ter it as such in his name, after which the holding became 
impartible. In fact, a Bill was drafted in Madras, which was to be 
a permissive measure, to put this scheme into elfect A similar Bill 
was introduced in the Bombay Legislature which aimed at stopping 
farther sub-division of holdings. But these measures met with 
bitter criticism and opposition and could not pass the Legislatures, 

(c) The East r’unjab Holdings Consolidation and Fiagmentafcion 
Bill was paesed in 1948 to enforce compulsory consolidation of 
holdings and to avoid^fragmentation. This work was being done 
by the Revenue and Co-operative Departments but it was too slow 
and lengthy. The Act of 193b did not provide for any action against 
fragmentation of holdings due to partition among co-sharers. 

In the Punjab canal colonies, sub-division was checked by restric¬ 
tions on alienations, and in the case of certain grants oy the limita¬ 
tion of succession to a single heir ; so far as right-holders are con- 
oerned, the policy has proved successful, but it has not served to 
prevent Joint cultivation or even sub-div sim ol cultivation.'^ There 
is no doubt, however, that restrictions on alienation have the efleot 
of preventing sub-division. 

Thus it appears that prevention of sub-division and creation 
of economic holdings in India are fraught with many difficulties. 

The evil of fragmentation, however, can be met. 

10. Gmsolidation of Holdings* ‘The only measure that 
appears to promise relief," wrote the Royal Commission on 
Agriculture, “from the evils that arise from fragmentation of right- 
holders’ holdings is the process which is generally known as 
the omasolidation of holdings, though it is in reality the substi¬ 
tution—by exchange of land—of a compact block for a number of 
scattered fragments. By this process, all the land of me holder 
may b© formed into one plot only, or in a few plots of dijTerent 
kinds of soil*’*. 

The work of consolidation was started first in the Punjab as far 
back as 1920 21. Initiallv oaasol»dation was eifected on an entirely 

1. Agricultuf'^l ui^sion Report, p. 138. 

3. Boyal OommisBiou oa Agrioaltwr© Report, p, 136, 
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voluntary basis through eo operative societies. By 1943, there were 
1,807 such societies. The total area consobdated by thetti was 1*46 
million acres out of the total cultivated area of thirty milliOB 
acres. The Consolidation of Holdings Act, 1036, however, 
allowed compulsion to be used if a stubborn minority stood in the 
way. Under this Act work has been carried out in 376 villages and 
0*31 million acres have been consolidated. The work is in progress 
in 86 more villages. The main difficulty is to get the consent of | 
landholders which is necessary before compulsion can be applied. 

Consolidation of holdings has brought many advantages. 
Arable area has increased end so has its productivity. There is 
greater desire for improvement among the owners. Occasions for 
litigation have decreased, **It mav, however, be pointed out that 
in the case of the Punjab, consolidaHon is facilitated by comparative 
homogeneity of soil and by simplicity of tenure.^ According to the 
Ffoud Commiseion, two causes have favoured consolidation in the 
F'unjab : ft) crops depend entirely on irrigation so that the peasant 
whose plots are consolidated is in a position to sink a well, and {ii) 
there is very little sub-infeudation in the Punjab. 

The lead of the Punjab was followed by other provinces, notably 
U. P , C. P. and Berar, and among the Btates, Baroda. In 1939*4B 
there were 182 Co-operative Confcohdation Societies in the United 
Provmres and thev had consolidated by" that time 77,672 puoca 
bighas of land. A Consolidation of Holdings Act was passed in 1939 
under which oonsolidation is teing carried on as in the Punjab, side 
by side with the work done by co-operative societies. The main 
difficulty is the dearth of trained officers and staff. In the C. P, 
consolidation has been in progress since 192ii. The work has becan 
completed in 2,476 villages in the three districts of the Cbhattis* 
garh division under the Central Provinces Consolidation of Holdings 
Act of 1928, Under this Act compulsions can be exercised on the 
rest if one half of the rigbt-holders owning not less than | of the 
occupied village area declare themselves in lavour of consolidation# 
In Madras, in 1939-40 there were only 22 focieties for consolidation, 
The Covenimertt of that Piovince has abandoned the experiment on 
the ground that so long as sub-division is not checked consolidation 
is bound to fail. In the Earoda State, useful work has been done by 
oonsohdalion s. cieties whose number in lb3940 was 79. 

The Bombay Small Holdings Bill was introduced in the liegis*- 
lative Council in 1927. Its object was to stop further sub division 
of holdings, to create ‘^profitable holdings*' and to promote consoli* 
dation. On account of strong opposition in the Council and outside 
the Bill had to be indefinitely postponed. No practical scheme of 
consolidation has been evolved in Bengal, Assam, Bihar and Orissa# 
The Floud Commission was of th« view that although desirable, con*- 
solidation would involve great practical difficulties. 

** The State action, ** wrote the Royal Commission on Agrreuh 
ture “in favour of consolidation, where it is introduced under a pen 

T‘'iS07]^n[3s: ' 
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tnisrive Act, should be taken in a guarded manner. Special ar^ 
ehotild be selected for notification before any measure of compulsion 
is enforced. The State should undertake propaganda work, 
explore the actual situation and should also bear the cost in early 
stages/'^ 

Perhaps this policy of ‘‘caution' ’ was justified in earlier stages 
wb^ most people were not familiar with the advantages of consoli* 
dation* We feel that time has come now to make consolidation of 
holdings compulsory in every vdlage. If, however, the xamindari 
system is abolished, and land is given to the actual tiller and it is 
laid down by law that holdings should not be divided after they 
have reached a certain limit (10 acres is very reasonable), need for 
such palliatives as consolidation disappears. 

11. Collective Farming. Consolidation of holdings at its best 
is only a palliative. Even if a small holding is consolidated into 
one block and is prevented from fragmentation again, it still remains 
a small holding and if its size is below the economic level there will 
still be considerable waste of labour and capital on it. One solution 
•—rather a revolutionary ^olution—is to abolish private ownership in 
land altogether. Let the land be owned by the State or the com* 
munity and be cultivated in the form of large units with the help 
of the latest soientitio implements. The workers will get a return 
in the form of wages for the work done on such collective farms. 

Collective farming requires too revolutionary a change in the 
social organisation of the country to bo a practical proposition in 
the near future. Both religion and convention recognise private 
property in land and the desire for possession of land is too Jeep* 
seated in the peasant mind to be easily rooted out. Besides socialisa¬ 
tion of land will be resented unless all other forms of capital are also 
tr^ted in the same way. Hence community-farming will not 
suit the country under present conditions. 

12* Co^'Operalive Farmings Co-operative farming is a com¬ 
promise between collective farming on the one hand and peasant 
proprietorship on the other. It gives all the advantages of large- 
scale farming without abolishing private property in land. The 
proprietors are induced to form co-operative farming societies. The 
land of the village is pooled for purposes of cultivation but jndlvi¬ 
dua! r ghts are maintained. Large-State operations thus become 
possible and scientific methods of agriculture can be applied and the 
tractor and the combined harvester can be used with advantage. 

Payment is made according to work and separate remuneration 
is given for the ownership rights in land. 

^ The co-operative principle has been tried in India piecemeal 
t. e., the problems of credit, marketing, purchase of seed, imple- 
men^, etc,, separately. The results, with very few exceptions, have 
not been very encouraging. The main trouble has been the poverty, 

U Boyal OommiasioE Report, p* 18C. 
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Cf aud illiteracy of tbt meiuberip. Co operative faming 
quiHs nnch r cupacily for ^elf help and mntnal trust. Move* 
cvci, it nctds tlie right kind of Icadtrphip from among the people 
whfob does not exist at present. 

Individual farming is organised on co-operative basis in Pales* 
tine. Machine farming is going on in these farms. An Indian dele¬ 
gation visited Palestine to sbndv this system in 1947 and submitted 
a report. The method can be adapted to suit our needs. 

The National Government of India has recently undertaken 
vast multi-nurpose river projects which will bring considerable 
areas under the plough (6‘2 million acres in 5 years to start with). 
Co-operative cclonies are being created. State-tractors are digging 
up the land and the work is progressing satisfactorily. 

13. loint Village Manageixieiit. Another solution recently 
suggested is to create jointly managed villages. To start with* a few 
villages in every district fbould he brought under joint management 
fer purposes of experimrnt and demonstration. 

The scheme may be described in the words of the writer who 
has suggested it. ‘‘The w^ords ‘joint management* connote a system 
in which the claims of the ownership are respected, but owmers pool 
their land for the purpose of management. The underlying idea 
maybe explained by means of a simple example. Let ns suppose 
that we have an area of 60 acres which belongs to ten owners, y^ho 
own respectively two* four, six, eight or more acres of land. Let us 
say that out of these ten owners* four do not cultivate themselves, 
maybe because two of them are emploved in some kind of service, 
one is in a business, and one is too old to work. Under the system 
which "prevails at present, those who do not work their areas let 
their land to tenants-at-will Since we know this to be an inefficient 
practice, let us suppose thet the area of 60 acre** is managed jointly 
Hv all the ten owners hut is actually worked by the six owners who 
are available for work in the vilfaee. 

“Now income from land divides into two parts — income due to 
work and income due to ownership. This is the distinction between 
what the tenants-at-will and the owner get from the same piece of 
land. The division mav be in kind or it may take the form of cash. 
It is as a rule customary in character but it may some times be 
determined by competition. For the sake of illustration, it may 
be assumed that the oustomarv division of produce between the 
tenant.at-will and the owner is half and half. The six men who 
cultivate the area of 60 acres are entitled to half its produce in re¬ 
turn for their labour. These six, along with the remaining four, are 
entitled to the other half of the produce by virtue of their 
ownership. If, for convenience, this area of 60 acres is divided into 
six units of ten acres each, then everv worker will keep half the 
produce of his piece of land and will deliver the rest into a common 
pool. Out of this pool (joint bafai) the farm will pay its land re¬ 
venue, carry out such common investment as may be necessary and 
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meet other eP8e»tial charges^ The balance will be difitribnted aa 
owneriEbip dividend among all the ten owners according to the value 
of the »rea contributed ly each to the farm as a whole.”* 

Thus while large-scale farming with all its advantages will be 
possible ownership will remain. ‘‘Ownership, however, will not now 
imply permanent ph^ sical possession over or association with a spe* 
eific piece of lard» nor will it imply the right to let that piece of 
land to a tenant-at-will in return for rent.*...*joint management 
will retain the prirciple of equal inheritance. Sons will not share 
particular bits of land ; they will share equally the ownership 
dividend due to their t )tal holding and each of them will have the 
right to work in the jointly managed village.”* 

7he iranaging bcdy, whose functions, among others, will be to 
allot work units and distribute dividends, will consist of representa* 
tives of all tie fan flies of the village. It is clear that joint 
management can le carried on by a co-operative society formed 
for the purpose or by a representative body of the villagers. 

One very important problem that will arise under all systems 
of scientific agriculture will be that of surplus labour. This surplus 
may be in the neighbourhood of from 15 to 20 million people. Em¬ 
ployment shall have to be found for these people. 

In the distribution of work of cultivation in work units the 
fifst choice, at anv rate in earlier stages, will be given to those now 
actually engaged in cultivation. More eflBcient cultivating classes 
will be preferred. Later, as agricultural operations are mechanised 
this distinction will disappear. Of the rest, some people will be em¬ 
ployed on wage-work in fruit gardens in the dairv, on the vegetable 
farm and other co-operative enterprises which will be created in the 
village to meet the needs of the villagers and even for export If 
possible. Some people will be engaged in the existing skilled occu¬ 
pations as those of shoe-maker, carpenter, black-smith or potter and 
new skilled occupations and industries which may develop in the 
future. The rest will have to seek employment outside the village, 
whether in industries or in different forms of service. 

Thus in order to secure full employment our plans over the 
whole range of economic bfe shall have to be properly co-ordinated. 
Before srch a svsteui can be introduced all intermediaries between 
the cultivator and the 8tate, landlord and other rent-receiving 
agents, will have to be eliminated or bought o5. Joint village man¬ 
agement on a co-operative basis offers a good solution for the vari¬ 
ous problems facing rural India todav. It does not radically depart 
from the traditional idea of ownership, at the same time it offers 
scope for scientific agriculture. 


I, 1 arlok Singh —Pomrty and Social 0^<a«g«, pp. 07-5B 
% Ibid, pp. 65-60. 




CHAPTER VIII 

THE AGRICULTURIST AND HIS EQUIPMENT 

h Introductioii. Agricultural efficiency dependa m much 
upon the social, economic and legal status of the cultivator as upon 
typ^ of implements nsed, the quality of the Boil and the size of the 
holding. We have already dealt with the legal position of the 
cultivator with respect to the land be cultivates and aJso with the 
problems arising out of the small size of the holding. In this chapter 
we shall discuss the agriculturist and the equipmeat at his disposal 
such as the type of soiL the implements, seed, manure^ cattle^ etc. 
Irrigation facilities at his command are also a part of hia equipment 
and will be dealt with in the next chapter. 

t The Agricoltuiiit* What of the agriculturist himself, the 
man behind the plough t Seemingly contradictory views have been 
expressed by authorities about hie personal equipment. Dr. Voelcker 
in hi^ able report on agricultural practice in India admired **the 
careful husbandry combined with hard labour, perseverance ahd 
fertility of resources of the Indian agriculturist ** The Agricultural 
Oommission also admitted that ‘*in the conditions in which the 
ordinary cultivator works agricultural f3xp9rts have found it no easy 
matter to suggest improvements These views seem to suggest 
that it is the environment rather than the cultivator who is at mult. 
On the other hand, Calvert quotes an Irish wrder : **The wealth 
of a nation lies not in the material resources at its command, but in 
the energy and initiative and moral fitness of its people/*® 
implication is that Indian people are poor because they lack these 
qualities. 

The truth of the matter is that where ciroumstauces are favour¬ 
able the Indian peasant shows considerable resouroefulnass. Bui 
where rainfall is precarious or system of laud tenure is oppressive^ 
these qualities get undermined. Generally, however, our rural mases 
are for below the standard of physical and mental development in 
advanced countries. The causes of this backwardness are partly 
historical and political, partly social and partly climatic. Each 
let of causes is inextricably mingled with the others. The empha¬ 
sis laid on a particular causa is determined mostly by the political 
creed of the writer ooncemed. 

Whatever the causes that have brought about the present state 
of affairs, no one can deny the facta as they are. There is no deny¬ 
ing that the Indian cultivator is inferior in health and energy to 
his counterpart, for instance, in Great Britain and America. He is 

U Report, p. 14. 

9. Oelvert, op. cit., p. 47. 


107 

* 



108 


INDIAN BSOONOMIOS 


«abJ©ot to a hosfe of aadomio aad epidenio diseases* These not 
only oaus© a high rata of oi^rtalifcy, bat al3> ualemioe the physical 
effioiency of those who survive the attiok. People ohronioally subject 
to disease, osoreover become lethargic, listless and apathetic. The 
soiatiou of this problem calls for both preveative aud curative 
measures. The Public Health and Medio d Departments are doing 
some work in this connection, but most of their beneSta are shower¬ 
ed upon the urban areas. 

In the second place, the wh ilesale illiteracy of the rural masses 
can hardly be denied. Only 8% of the people are literate and they 
are mostly concentrated m towns. Add to this the fact that our 
educational system produces more clerks and bookworms than 
practical men. Even our agricultural colleges have not produced 
many practical farmers after half a century of effort. A radical change 
m our system of eduoatoa is immediately called for, so that it 
should produce practical and enlightened men of the world. The 
whole struocure of our economic and social life requires a simulta¬ 
neous reform if not a radical overhauling. 

With better physical health and education of the right kina the 
whole outlook of the villager will change. At present he is condemned 
as ignorant, superstitious, fatalistic, improvident and extravagant. 
It is said that he lacks initiative and has no desire to improve his 
standard of living. If he gets larger income due to higher prices he 
wastes It on social ceremonies or ms litigation. However, his defects 
are curable by education on the right lines. Something has been 
done by the various Government departments, but a well-planned, 
nation-wide effort is neoesHary to bring about substantial and per¬ 
manent results. 

If the personal equipment of the average peasant is poor, his 
land and his implements are no better. Let us first take the quality 
of the soil of his holding. 

3. Problem of the Indian Soil. We have already seen that 
the Bize A an ecoaomic holding is closely related to tti© nature of 
the sod. Where soil is fertile a emill holding will support a family 
and where it is inferior a much larger area may not do so. Physi¬ 
cally the soil should be firm enough to take hold of the roots and 
soft enough to allow free movement of water. Chemically it should 
contain a balanced quantity of essential salts. 

In a previous chapter we have already studied the main types 
of soils that are found in India. The question is frequently asked 
whether the Indian soil is detenorating. In 1893 Dr. Voeloker in 
his report held the view that no positive evidence was available of 
sod exhaustion* In 1938 the Xioyal Commission on Agriculture 
wrote:—“Such experimental data as are at our disposal support 
the view that when laud is cropped year by year, and when 

crop is removed and no manure is added, stabilixed condition is 
reached* A balance has been established in India and no further 
is likely to take ptac^ uud^ existing oonxifitiklm of 
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oaltiTartion/'^ 

In 1937, Sir John Russell wrote,”,.* I was on several ocoasioi^ 
informed that the yields of rice are deolining. No good figures Seem 
to be available and it would be desirable for the Couoil to arrange for 
sample surveys to be taken”.* 

In 1939, Rao Bahadur Bal Agricultural Chemist to Government 
of C. P. and Berar expressed the vie v that the history of crop yields 
during the years 1900 to 1922 showed that ” the soil has reached 
a stationary state of fertility at a low yield.” 

The Bengal Provincial Banking Enquiry Committee was of 
opinion that in Bengal “The fertility of the agriouttural land is 
deteriorating.”* 

Thus the general view is that although positive data is lacking 
whatever tests are available show that Indian soils have reached 
almost the lowest stage of deterioration. This is due to the fact that 
vary little is returned to the soil in the way of manures while heavy 
crops are grown year after year. 

Apart from exhaustrm the soil may deteriorate through erosion, 
by the formation of mjurioas salts or through water logging. Soil 
erosion implies washing away of the surface soil either through river 
floods or excessive rain in the hills. 

The problem of soil erosiou has aisen in several provinces of 
India. It is of special importiuoa in the 0. P, and Vl/estern Ben¬ 
gal where a net work of ravines has been f irmed through this pro¬ 
cess. Duo to heavy rainfall on hill sides, soil erosion has occurred 
in the southern districts of Bombay and Chhota Nagpur. In the 
East Punjab it is found in the sub-montaine districts from Hoshiar- 
pur to Ambala. In D, P. 8 millions acres out of a total of flS millions 
have been lost in this way. in the East Punjab in Hoshiarpur alone 
100,000 acres of land have been rendered unfit for cultivation 
through soil erosion. Wither the land has been swept away or it 
has bepn covered with sand through floods. 

Soil erosion is not peculiar to India, (a the U.S.A, “Somsthing 
like 17J millions of acres of land which ware once cultivated have 
been destroyed by gullying’'^ but tlirviugh land on^iervatioa practices 
productivity has increased by 20% to 30% in U.S A The Govern* 
ment of India obtained the services of Dr. Shuhart of the Soil Con* 
servation Section of U.S. Agriculture Deptt. 3 years ago and on his 
recommendation deputed a team of scientists to study soil practices 
in the U.S.A, They have returned and are touring thb country to 
discuss plans for soil conservation to coordinate activities and 
to find possibilitieis of training of agricultural personal for this 
type of work. 

1, Eeport, p, 76. 

2, Hmael 'Report on the wo-k of the Imperial Oottuoil of Agrioultural 
Research, p, 21 

Report p. 21* 

i. WwMa and HCerihaUt, Our Eiuactmc Prableoi# p. 
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Soil eroriion awy oooor dao to serdral oiuisos. (t) Oaa to o ittiag 
of trees or deforestatioa. (m) Dae to ramoral of vegetatioa vhioh 
exposes land to wiad aad ram. (Hi) Uauoatroilei grazing apcoi* 
edy by goats. Qrazing doei not let grass doarub leads to deaa* 
dation of the &oil. (»v) Gultiratioa on hill slopes has also the 
same effeot. 

The reoaedies are (a) Replanting of trees, (b) Building of 
embaiikaieats. (c) Reolamation of land, (d) Control of grazing. 

The Punjab Covernznent has created an Anti-erosion Depart¬ 
ment to meet this eril. in the East Punjab there is a lav under 
vbioh lands oan be closed to grazing in certain seasons. 

Digging of contour trenches »,e.. chamnels on the slopes at small 
i^iarAnnfts is useful. The water flow is obstructed and the water gets 
absorbed. Grass and trees oan be planted in these channels. 

Embankments can be built by the cultivators to prevent water 
from flowing down. 

Reclamation of land in Ohoa is being done by the Forest 
Depaurtment in the East Punjab. 

4. Manures. India oan produce almost any kind of crop on 
account of her varied olimate and sod. But the Indian soils are 
deficient in phosphoric acid, nitrogen and organic matter. And 
since the pressure on land has reduced the area kept fallow for 
reviving fretilicy, the use of artificial manures has become essential. 
The various types of manures are discussed below :— 

(a) Farm-yard Manure .—This consists of the dung and urine 
of oattte. The urine is allowed to go waste, while dung is widely 
used as fuel. This is not always due to lack of altematiye fuel but 
is often due to custom. Where cow-dung is used for cooking for 
lack of other fuel, attempts should be made to make such fuel aooes- 
sibte to the villager. Planting of trees along roads and canals and 
in special village preserves, oan considerably solve the fuel problem. 
Cotton stalks and dry stubble oan help. The vilbpr should be 
instructed in the methods of preserving manure. Mr. Brayne did 
useful work in the Gurgaon District of tne Punjab in this oonneo* 
tioo. Thousands of pits were dug to preserve manure. But the 
rnsults were only temporary. Constant propaganda is needed to 
aohieve permanent results. 

(b) Oompoate. —Compost is obtained through decomposing all 
sorts of waste material and vegetable matter. In China, vast 
ijnantiries of composts are manufacturei fro n animat waste com- 
hined with herbage, straw and other sitniiar waste. Experiments 
in preparing ootnposts have been made by Agrioultural Dapart. 
meats of provinces like Bengal, Madras and Central Provinoes hot 
no practical method has oeoa devisai which can be itssd with vrollt 

tite Wdhuuy auttivator on his lahd. 
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(c) Night iOih —Tibet© ie ©till jprreftt perjudie© agamst th© «•© of 
night ©oil m manor©, tbongh it ia ©lowly breaking ©apeoially where 
night ©oil is available in the form of pondrette- The method# of 
converting night Boil into pondrette—in which form it is mnch k## 
obnoxiouB-—adopted at Nasik have proved quit© succesiifiil and 
should b© used all over the country. 

(d) Zegnmiftovs Crepg md Qrttn Manure.-^The Indian agri¬ 
culturist linowfi the vain© of legnminttiB ctoj# l ie gram which 
improve the soil. The experiments of the agricultural department# 
have discovered that sann htmpon the whole give# the best result#. 
Oops like dhaificha and groundnut, the leavf s of which can b© U#©d 
as green manure, are also good from this point of view. 

(e) Oil Cakes.^^By exporting oihsteds India lose# a valuable 
source of nitrogen. If the oil is manufactured in the country, th© 
oil cakes can seive as feed for the cattle and also as a sourc© of 
manure. The Government should assist the development of oil- 
crushing industry in order to prevent this drain of India’s wealth. 

(/) Chfmiml Manvren. —India is poor in mineral manures. 
Mineral phosphates are of poor quality. Crude nitre is available in 
Madras and Northern India. In an advanced system of agriculture 
nitrogen is supplied from nitrate of soda, sulphate of ammonia, etc. 
In India, nitrogen is supplied by nature through rainfall and silts, 
but it is not enough. The increasing demand for arti6oial manures 
in India is iridicated by growing imports from abroad. But the 
use of artificial fertilisers in India Is very limited indeed. The 
relatively small amounts that are used are taken up almost entirely 
by the tea growers. It is now estimated that India require#, at 
least 360,00^ tons of chemical fertilisers every year. The Govern^ 
ment have established a factory at Sindri near Dhanbad in Bifaai 
for the manufacture of 350,000 tons of sulphate of ammonia 
cement will be also produced from tbe lime sludge thrown out ai 
a by-product in the roanufseture of fertilisers. TravaniKire hai 
arranged to manufacture 60,000 tons of ammonia sulphate. I 
is believed that within a reasonable period India will be self 
sufficient in this direction. 

{g) 0<Aer Fish is used at places along the west eoas 

as manure. It is abundant here and is not used as food. Sei 
weed is available in Immense quantities in areas near the sea coas 
and is a valuat 1© fertiliser. Rice husk-ash is also a useful fertilixer. 

In addition to these, the old methods of recuperating th© soi 
by rotation of crops, mixed crops and leaving land fallow continui 
to be used to a more or less extent. 

It should also be noted that the Imperial Council of Agn 
cultural Research—a body created in 1929 at the recommendation 
of the Royal Commission on Agriculture—constituted a standin 
Fertilixers* Committee in 1930 to undertake research in the problem 
of indigenous manures. Each province receives a grant to ocUm 
and correlate data on manurial experiments unde?tll<^ 
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5. Agricultui'a] Iin{»l€iiieiit$ : '"Agrictaltura! implements in 
India are, en the whole, well adapted to local conditions/* wrote 
the Agrienltnral Comnission. "'They are within the capacity of 
the draught oien, con paratively inexpensive, light and portable, 
easily made and, what i.. perhaps even of greater importance, easily 
repaired end they are constructed of material which can be easily 
obtained.There is, however, great scope for improvement. The 
Agricujtutal Department has introduced ^-everal types of improved 
implements like ir( n ploughs, sugarcane crushers, small pumping 
maebmery, water lifts, larrowe, hoes, seed drills, fodder cutters, 
etc. Improved sugarcane juice boiling furnaces have also been 
adopted.^ But compared with the total number of implements 
used in India, tbo improved varieties in use are no more than a 
drop in the ocean. The estimate (f t)tal number of ploughs in 
use was about 32 millions in 1937 38 while only 6,716 ploughs of 
improved variety were sold through departmental agencies. The 
Royal Commission attributed the lack of progress in this matter to 
two facts 'Firstly, agricultural engineering was regarded as a 
secondary activity by the Departments and, secondly, the conser¬ 
vatism of the cultivator. The Commission suggested the reorgani¬ 
sation of the Agricultural Engineering Section to remedy the first 
and greater propaganda to meet the second. Though expensive 
machinery is beyond the pocket of the small holder cheap improved 
impleinets could be brought within the reach of his purse through 
producing parts of simple instruments on a larue scale, railway 
freight concessions, and rebate, on import duty. An exGemive 
multiplication of improved types is not desirable, "‘It merely con¬ 
fuses the cultivator.** The aim should be evolution of a small 
number of types suitable for a wide range of conditions, and for 
mass production. Improving the existing implements is more 
promising than introduction of new machines. Moreover, the 
relation of the capacity of the cultivator’s bullocks to the imple¬ 
ments they are required to draw, demands careful investigation 
before new varieties are constructed. 

The Central Tractor Organisation under the National Govern¬ 
ment of India has already purchased 600 tractors and is arranging a 
loan from the I. M. F, for the purchase of more agricultural 
machinery to cultivate culturable waste lands all over the country. 
The tractors are lent to provinces and States and the rent for recla¬ 
mation of weeds infested land is Rs, 8/8 per tractor per hour, 

6. Imfiroved Seed. The importance of good quality seed 
needs no emphasis. It has been estimated that an increase in 
production of 6 to 10 per cent can be obtained from impi'oved 
varieties. The seed is indiflFerently selected by the Indian Agricul- 
tunet. In many cases the grain kept for seed purposes is consumed 
by the time the sowing season arrives, or deteriorates through 
careless keeping. Then the peasant has to borrow seed of indiffeient 
quality from the money-lender. 



THIB AaRimimiST AND Hid EQDIPMBNT US 

In recent ym!m the Agricultural Departments have done gjood 
work in supplying improv^ seed to the agriouiturists. New disease** 
resisting varieties have been evolved^ especially in the ease of 
sugarcane^ jute and cotton^ oil-seeds, tobacco, and to some extent^ 
wheat and gram. ^ 

According to the figures relating to the year 1938-39, about 70 
per cent of the total area under sugarcane, about 50 per cent under 
jute, 22 per cent under wheat and 87 per cent under cotton is sown 
with improved seed. But progress regarding food crops other than 
wheat has not been so satisfactory. During the Qrow-More-Food 
campaign special efforts were made to increase the area under 
^ improved strains but the progress is very slow. Sir John Bussel 
recommended that the Imperial Oouncil of Agricultural Besearch 
should set up a central organization in each province for the mutti^ 
plication and distribution of seeds of proved varieties. ^ 

Another aspect of having improved seed is to prevent its v 
adulteration with inferior seed. In this connection some years 
ago legislative measures were passed to prevent deterioration of 
cotton. Under the Cotton Transport Act, 1923, a Provincial Govern¬ 
ment can notify any area in which cotton of superior quality is 
grown, and prohibit the importation into such area, except under 
licence, of ginned or unginned cotton, cotton seed or cotton waste* 
The Act is in fore© in certain areas of Bombay and Madras. Then 
there is the Cotton Ginning and Pressing Factories Act, 1926, under 
which adulterated or damped cotton can be traced not only to the 
factory which ginned or pressed it but also to the original owner,^ 

7. Control of Cr<^ Diseates and Pests- Closely connected 
with the problem of better seed is the control of pests and diseases 
of plants. If such diseases are left to take their toll the gain 
obtained by better seed can be easily lost. The connection between 
these two is intimate because certain varieties of seed can be evolv- 
ed which are immune to disease or are “disease resistant/* 

The problem is very eerious in the case of sugarcane. A survey 
made in 1937 showed that 37 to 63 per cent of cane delivered 1U) 
five factories In Bihar was infectea as against 20 to 35 per cent in 
1936. This shows that trouble is spreading. It is estimated that ! 
the damage caused by insects and pests to Indian crops is to the i 
value of nearly B«. 180 crores annually/ One estimate puts llj 
at 10 per cent of the total produce.^ 

The main preventives fall Into two categories: (♦) measures 
to prevent the spread of disease from on© locality to another, and 
(li) measures to control the dipease withm a locality. 

The first involves measures to prohibit imports of diseased plants 
from abroad, and to prevent spreading of disease from on© province 
or State into another. There is an Insects and Pests Act which 


1. Report, op. olt. p 50. 

Bovai Conamiaaion, B^rt pp. lOt-lOS and p. 120. 
H. Oan^lee^lt^dici, What Naw ? p. 129. 

B engal Fsmihe Report, op. oil. p. 15$. 
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allows impoitatiioii of plantt provided they are aooompanied by a 
health oertifioate. *^But inseota aod fuogi that are harmless on their 
native soil may become destructive in foreign countries. It would 
therefore be safer to allow imports only of such types of plants as have 
been declared harmless by competent entomologists and mycologists 
after experimentation/’^ Fumigation of plants arriving in India 
from abroad is at present carried out by the customs authorities. 
The Bengal Famine Commission suggests that this work should 
be entrusted to specially trained personnel.* 

As regards the spreading of diseases within the country the 
Insects and Pests Act permits inter-provincial legislation to prevent 
this fpread but full advantage has not been taken of this provision. 

(f{) The second set of measures consists of adoption of resistanoe- 
varieties^ changing the condition of the soil or time of cultivation 
and destruction of pests by chemical means. The last means dust*' 
ing, spraying and fumigation by various chemicals. The Punjab 
campaign against spotted bollworm of cotton in 1938*39 showed 
treated areas i?ave much greater yield than untreated areas. Sir J. 
Russell reoommei.ded that executive action in this matter should 
be taken by the Central Government. 

8. Livestock* Apart from land, the most important and ex* 
pensive equipment of the agriculturist is bis cattle. **Without 
them/’ to quote M. L. Barling, ‘‘the fields remain unplooghed, store 
and bin stand empty, and food and drink lose half thur savour, for 
in a vegetarian country what can be worse than to have no milk, 
butter or ghee V* On account of his small and fragmented holding 
and limited financial resources, it is neither economical nor practi¬ 
cable for the Indian cultivator to use mechanical sources of power. 
For ploughing his fields, for lift irrigation, and for carting bis produce 
and manure cattle are indispensable. These are not only the souro© 
of mdk but also supply manure and fuel when alive and when 
dead yield meat, skins, hair ani bones for a variety of purposes. It 
has been estimated that Indian cattle, in spite of their being un- 
economically exploited, yield an annual income of over Rs. 1,265 
crores which is more than the valee of India’s cash crops.* 

In spite of the utility and importance of cattle to India, however, 
there are certain unfavourable features which deserve attention. 
In the first place, India is supporting too many cattle to be 
economically justifiable. According to the cattle census* of 1936, 
British India has about 220 million cattle. The total cultivated 

1. d Anjaria— India Mural trobl^m, p. 94."’ ' 

2. Report, Famine Commiftsion. op. cit. p. 165. 

3. Ward in Mcanomio MrohUtm of Modern Indian Vol I,, Edited by B.K. 
Mnkerjee, p 140. 

4. The tot.d Indian cattle population including the Native States hut 
excluding Burma, in 1936, was as follows ;— 

Ox«n ... 67.77L668 

Buffaloes ... 461,06,155 

Sheep and goats ... 196,658.151 


Total 


810,585,864 


TBB AQuaommaT and his m 

aiMin Britlsli India (exolading about 50 mtUion aores of 
fallow land) was abont 210 million acres* Bonghly, therefore^ 
we had about 100 cattle for a hundred acres of land annually sown 
with crops* For Holland the figure is 38 cattle per 100 acres and 
for Egypt 25* Fuithert it has been estimated that out of the 310 
million cattle in the whole of India only 60 million are working cattle* 
This gives an average of one pair of bullocks per 10 acres <rf cultb 
vated land, "which is barely sufficient even in the Punjab, where 
the largest number of working bullocks are to be found. In the other 
provinces where a very large proportion of the cattle are underfed 
and under-sixed, the position is much worse*''^ Thus India possesses 
a vary large number of superfluous cattle. No wonder aforeign 
visitor remarked that "India is being eaten fay her animals/* 

There are various reasons for the excessive population of cattle 
in this country* The prejudice against destroying life is so strong 
among the Hindus that they would rather starve the cattle than 
kill them* Secondly, due to the inefficiency and high death rate of 
cattle the cultivator has to maintain a large number as reserve. The 
dose connection between "inferior quality” and excessive numbers 
has been well described by the Royal Commission on Agriculture. 
"We are of the opinion,” they wrote, "that the census figures sug* 
gest the existence of a vicious circle. The number of cattle witbin 
a district depends upon* and is regulated by» the demand for 
bullocks* The worse the conditions for rearing efficient cattle are, 
the greater the number kept tends to be. As numbers increase^ or 
as the increase of tillage encroaches on the better grazmg land, 
the pressure on the available supply of food leads to still farther 
poverty in cattle*” Bengal has the highest number of cattle 
per 100 acres of cultivated area, namely, 109, compared with 68 in 
the Punjab and 43 In Bombay. 

The inferior quality of Indian cattle may be attributed to in* i 
discriminate breeding, underfeeding and disease. These are all inter-1 
connected. Excessive breeding leads to underfeeding which in its 
turn leads to low resistance against disease. All the three problems, 
therefore, demand our special attention. 

9* Cattle Breeding. Indian cattle are allowed to roam 
about for grazing in the village commons or on the stubble iu mixed 
herds. Cows are thus covered by indifferent qualities of bulls and 
a pro^essive deterioration of the breed starts. To improve quality, 
breeding should be discriminate* Only good quality cows should 
be allowed to breed and they should be covered by specialty bred 
or sdieoted bulls. This involves castration of all male cattle oxcept 
those regarded good enough for breeding. It also involves the 
supply of specially selected oulls. The Veterinary Departments of 
the Government have recently begun to perform the former fane* 
tion* As regards the second, Departments of Agriculture are paying 
greater attention. Very useful work is being done at the Htssar fami 
in the Punjab where Pedigree Hariana breed bulls are being raised 
tow p i ieos fe r himimg 

.rww:Ay*ci.p. lic*- —. ’ . . 
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Boards, eto. Sinedlar srork is being done ai> Hosnr farm in 

The Impwiai Agrioaltaral Eesoaroh Institate (ramoTad to Nev 
Balhi in 1938 from Posa) oarries on experiments to evcdre strains 
of cattle mth better milking capacity and suited to Indian oondi* 
tions. To improve milking breed two methods have been tried : 
orosS’breeding with sires of high milk>yieldmg strain from abroad 
and selection from indigenous cattle. “There is now general agree¬ 
ment that the latter is more calculated to produce results of lasting 
value, and it has been established that by careful selection from 
Bldian strains, cows can be bred which are capable of giving milk 
yields comparable with those of foreign animals.*’^ Mention may 
also be made of the technique of artificial insemination practised 
with great success in Russia where large herds of improved cattle 
were built up within a relatively short period of time. The method 
can be of great value in India and is under investigation by the 
Imperial Council of Agricultural Research. 

10. Cattle Feeding. The cattle in India are nnderfed because 

(а) the available area for growing fodder is not enough to feed them, 

(б) the system of feeding is wasteful. The cattle, especially dry 
cows and non-working cattle, are left to themselves to get what 
they can from the waste lands. The problem oan be solve 1 by 
(i) reducing the number of cattle by eliminating the superfluous 
ones and by controlled breeding, (it) increasing the supply of fodder. 
Unfortunately more land for fodder crops is not available. Pro 
duotion of fodder, however, can be increased by cultivating higher- 
yiel^ng crops like Egyptian clover (Bereeem) and other grasses. 
The Agricultural Departments have made useful experiments in 
this connection. The available fodder can be economized by stall 
feeding, by preparing silage from inferior straw and waste, by cat¬ 
ting grass and preserving it as hay, by chopping fodder with the 
fodder cutter, etc. 

11. Control of Cattle Disease- Indian cattle are subject to 
periodic epidemics (e.g., rinderpest, foot and mouth disease) and other 
diseases. These are due to low vitality, unhygienic sorroundiags 
and poUuted drinking water. Both preventive and curative mea¬ 
sures are necessary. Research into the causation, prevention and 
core of disease is carried out at the Imperial Veterinary Researoh 
Institate and exodlent results have been achieved. It is proposed 
to extend its activities. Hygiene is a matter of education ana pro¬ 
paganda and is a part of the general scheme of rural uplift. 
vention of disease by inoculation with sera has been tried on a 
limited scale. Lack of funds and conservatism of the villager— 
the latter is gradually disappearing—have been the main limj t im g 
factors. Regarding the curative side of the problem, ve te rinary 
dispeasaries exist and itinerant staff of the departmaot a. lw» visit 
vilu^iieB t > help the cultivator but the number of suoh 

^ too small to adequately oo^ with the problem. 

We may conclude, therefore, by saying that what Tndi * wajots 
is apt more eatjble but better cattle._ 
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!• Importwic* of b'rigotioa. The toil, seed and mhnare may 
be good, the implements and cattle efficient, bat vHhont an ade> 
quate and regular supply of water, agriculture ie a preoariooii busi¬ 
ness. Where raiufaii is not seasonable and adequate, artificial irriga¬ 
tion is indispeosable for agricultural operations. 

The avenge rainfall in India as a whole is 45 inches per annum, 
but local variattons are eonsiderable. For instance, in western 
Bajputana it is not more than 10 inches in the year, while 
in the submoatane tracts of the United Provinces it is as much as 
60 to 100 ia3ha8. The second oharaoteriatic of rainfall is that 
it is unequally distributed through seasons. Most of the rain in the 
country (except in Madras) falls between June and October. The 
rest of the year is very dry. Thirdly, rainfall is deficient and is 
liable to failure. Thus before the era of railways and canals, 
“ghastly famines ravaged the country periodically and scarcity was 
the common lo^ of the people over large areas in many yearB.”* 


2. Area under Irrigation. In 1946-45 the total aown area in 
the provinoes and States now covered by the Indian Union was 
218 million acres (including Hyderabad) oi which 39*2 million acres 
(18%) were artificially irrigated. The importance of irrigation, how¬ 
ever, varies considerably in different provinces* as the foUowii^ 
table relating to the year 1939 40 indicates :— 


Percentage 

Maior Proemote of irngaiid 
lo toiai 
aown, 

Punjab (K, end W.) ...66*9 

Madras -- ...29 3 

United ProVmens .. 29 2 

Bihar ... . 22’G 

OriR«a .. 21’^ 


Major Provineee 

Percmict^e 
of irrigat4Bd 

Assam 

oi total 
mtm$ 
8-t 

Bengal (JS* ^ We). 

.. 6.8 

Bombay 

5*0 

C,P» and Berar , 

6*1 

AU India 

U*9 


Tim low pei9oenfl4ge of irrigatton in ajud Assam ifcsd not 

cause ooncem because of the plenty of rainfall there. Bot the mo- 
Ttpoea of Bombay, Madeas and Ejwt Punjab wbura l a ia fa jl Is 
deficient, jcequire more krigational facilities. 


1 , Sir ji«r(ME4 Parky in Seonomus ProbUms of Stodmm India, eit., p, 

148,dl^ Indian Yew ^ook l»*4-45 p. 288. . ..... .. 

8 Asregardithi total area irrigated, United Provincw (18‘1 
aotee), Madras (1« « miUion aoroS). Sind (S-28 mil ion acres), BiW (fi-S8asdlfi« 
ecres . Bengal (2 0million norm). Urits* (1*5 million acres). Bombay (1 amUllgB 
acres), Bombay (I'i milbon acres), C.P. and Berar I 3 mdlion aorea and IH. W. 
P. P. (1-49 mulion acres). 
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3. Kiadt of Irrigatian Woiln. Them wro three in»iii type* 
of irrigatioa irarks in ladia: (a) nrelU (6) tanks, (e> omuJs. 

Oat of a total area of 261 milUon aoras in India in 1943*44, 67 
milUon aorm were irrigated which was distri anted under different 
fyjpes of irrigation as follows :— 

1BB104TS0 Aasu (In millions of aores) 

By By By By Total 

Oaoals Tanks Weils other sonroes area 

30 6 U 7 67 

Oat of this, 37‘6 million aores (oat of 213 million aores total 
area) were irrigated in the Indian Dominion and 19 6 million 
acres in Pakistan (oat of a total area of 4i million aores). 

(a) WeU Irrtga^m. There are about 2) million wells in India 
and the total capital iarrested m them oomes to about Rs. tUO orores. 
The chief well*irrigated provinces iu India ate the Bast Punjab, the 
U.F., Madras and Bombay. WeiU are mostly private works but 
the Oovernment also helps- in their oonstraotion by advanomg 
tabkavi ioans^ and by exemption from enbanoement of revenue 
(either temporarily or permiuently) tandi that have been improved 
by well'irrigation, and by plaoing boring equipment and skilled 
labour at the disposal of the landlord. 

The D P. Government is subsidizing a masonry*well scheme 
by which Bj. 300 to Rs. 300 per well are given as a subsidy. More 
than 2,000 such wells have already been sunk, while it is planned to 
sink 48,000 more. 

In 1948, the Government of India seoured tiie servioes of two 
American sacperts to oonsider the following problems 

(») The best method of supplying water to orops from tube* 
weUs on the basis of volume acreage ; 

(si) The spacing of tube-wells so as not to disturb the spring- 
water supply ; 

(sit) Radial tub»*wells and the agronomio problems of the nsar 
land. 

The experts have reported that there are exeellent moapeots Ibr 
lube-well irrigation in East Punjab, U.P. and Bihar. The Goveni-’ 
ment has accordingly planned to sink 6,000 tnbe*weUa in India. Hie 
imdn difficulty iu the way is lack of power, to supply whioh a number 
of projects are in band. A Central Groundwater Organization has 
been set np (1948) to ezpbre the groundwater resonroea in India. 
At present there are about 6,000 eleotrio pumping sets working in 
Madras to inrigate land. Simibr lift irrigatioa schemes have been 
ifitfodnoed in Bombay and Bihar to supply water in the dry off- 

‘ teosen. _ 

■" ”'“l. iiOans given under tha t«nd ImpruvemMis Loons Act of 1888. ttndw 
tliu, Aot advancas are za»(fe to approved afq^liooats at 6 per o<ot intenat, 
(Bombsgr'Sjpw eeat) and tacor’eVy iH made by da^ toataliaeMik, pMddS 
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(b) Tonk$. While wells sre privetely owned, tanks are admlnls* 
tered by the State. Outside the Punjab they are found in almost all 
the proTinoes. Madras contains the largest number—about 3^,000. 
They are of all sIks ranging from big lakes—formed by the erec¬ 
tion of high dams across the beds of large but irregularly fk>wing 
rivers—to village ponds. Most of the tanks date from very early 
times and many of them have been silted up. Thev are of great use 
in places where it is not possible to construct canals. 

The Government is taking as keen an interest in the repair and 
construction of tanks as in that of wells. Thousands of minor 
irrigation schemes have been completed all over the country and 
many more «re in hand.^ 

(c) OanaU are the most important form of irrigation at the 
present time. With very few exceptions, they have all been oonstmo- 
ed and are being maintained by the State. Canals are cf two types : 
perennial and inundation canals. Perennial canals have an assured 
supply of water all the year round. The inundation oanals get 
water only In flood time. 

We may also mention a third type of canals—storage works 
canals. They are construoted by building a dam aoross a valley 
to store the rainwater during the monsoon. This water is tiien 
distributed for irrigation when required by the neighbouring lands. 
Such works exist in the Deccan, the Central Provinces and 
Bundelkband. 

Canals are classified by the Government in a different way. 
Before 1921 they were classified into (») productive, (tt) protective 
and (tti) minor, 

(t) Productive works were expected to yield a net revenue 
sufficient to cover the intercft charges on the capital invested with¬ 
in ten years ol their complttion, Thete are found mostly in 
Morthem India and Madras. 

(ti) Protective works were not expected to yield a direct return 
but a ere a n et sure of inevrsi ce against famines. The cost was 
gene rally k et from the annual grant set aside for famine relief and 
insurance. 

(m) Miner works belonged to a m'Boellaneous class, s.g., tanka. 
They are also financed from current revenues. 

8 ince 1921 ibis classification has been abolished. Now all irri¬ 
gation works for which capital and revenue accounts ate kept are 
dasaifi < d as (t) productive and (tt) unproductive. 

4. A hi ief History of Irrigation in India. The policy of the 
Government with regard to irrigation has passed through the 
f ollowing stages:— _ 

I. “The Qoveniment hare eanotioned in lM6-t7 loaoa amounting to 
R« 34 lekhs and grants sm'iontiug to Ks. 1‘5 crores for the oonstruction of 
73.000 new wells, 3,000 tanks, S,600 minor irrigation projects and repairs to 
!’4,C(0 old wells and 3,000 old tanka. The Inereaaed prodnetion la aatimated at 
173,000 %am^Agfievtt¥ttd Situatkn in tndin, Vol. Ul, No. 1, p. 31. 




INDlAir SCONOMI08 


m 

(n) effoHfi of tine British lOigineers wsre diraotod 

lo^airis tha itnptovemant of the old existing works such as the 
Waitem Jottina Cwaaf» the Eastern Jumna Canal, the Ganges 
Canal and irrigation works in the deltas of the Caurery and 
Kistna rivers. In the Punjab, the Il^per Bari Doab replaced 
the Old Basil Canal which had oarri^ water to Lahore and 
Amritsar In olden days. 

The second stage was of canal construction through private 
tXHnpanies. The East India Irrigation and Canal Oompai:^ was 
fsamed in 1658 to ooiutruot canals ki lOrissa. By 1806 ics coital 
was exhausted and the Government had to take it wm. Orissa 
mmaL were eventually completed, as was the Sone ofuaal in Bihar 
whioh, too, was a part^ of the Company’s original scheme. The 
y ntinm was tto fate of the Madras Irrigation Company, formed in 
1663. 

(e) The Biird stt^e was the oonstruotion of productive irriga¬ 
tion works by the Government through funds raised by loans during 
1860 to 1960. This led to the oonstruotion of five irrigation works 
of great ma^^itnde including the Sirhind Canal in the Punjab, the 
Lower Ganges and Agra Canals in the United ProTinoes. 

(d) llie next stage was the oonstruotion of oolonization oanak 
in riie Punjab which are now included in Pakistan. 

(e) The next stage was the construction of Famine Froieotive 
Worb. After the gre&t famine of 1877-78 it was decided to set 
apart Bs. 150 lakhs a year in the Famine Belief Insurance Fund, 
l^f df it was to be used for famine relief when need arose and the 
other half was allotted for the oonstruotion of railways and canals. 
Later the whole amount was used for irrigation works to 
protect the country from famines. Under this scheme the Betwa 
Gamd was constructed in the Central Provinces with two storage 
reservoirs, the Busbikulya project was undertaken in Madras ami 
several important storage a^emes were inaugurated in Bombay, 
I^ooan, e.g., Nira and Periyar Canal syatema fed by lakes held up 
by dams. 

(/) Indian Irrigation Commission, 1901-03. The Commission 
r^rt^ in 1903 and laid down a definite policy regarding ' the 
sdeetioB, financing and maintenanoe of cmtal works.’* As a result 
a large number of new works were undertakeo between 1905 and 
1914. The most important of these was the Triffie Canal Projeot 
in the Punjab. Most of the other works oonstrooted ware famine 
^tective works in the hilly tracts of the C.P., Bombay, Deooan and 
Bundslkhand Another oanai completed during this period was 
rite Triveni Canal in Bihar. 

Post-war (1914*18) Develcpitente. After the Beforms of 
1919, irrigatiwn bcMwme a prcvineial ssbjeot. The I^ovinoiid 
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(kmmmmU gained rntroh larger inUiattire fn the oonstrYielloii 
oanals* They had to obtain the sanotion of the Cbyemmeiit of 
India only if the estimated cost was more than Bs, SOJakbs. Ijoan 
could be borrowed not only for productive works but also for other 
works. Money oould also be utiliaied from the Provinoial Famine 
Insurance Grant when not required for famine relief. 

Due to the period of prosperity following World War I many 
new irrigation schemes were launched. 

(i) The Sutlej "^alley works in the Punjab was completed at a east 
of Rs. 33*31 crores. (n) The Sakkur Barrage opened in 1932 at acoft 
of Rs, 24 crores. (in) The Sarda River Irrigation Scheme irrigating 
parts of Rohiikhand and Oudh was opened^in 1928 and is estimated 
to irrigate a million acres, {iv) Another work completed recently 
is Oauvery Mettur Project in Madras, which will irrigate 300,000 
acres. The Nira Right Bank Canal Scheme, with which is connect* 
ed the Lloyd Dam, is one of the biggest of its kfod. The Damodar 
Canal in Bengal has been recently opened. 

The Agricultural Commission recommended a closer relation 
between tbe Agricultural and Irrigation Departments. They also 
recommended the creation of local advisory committees to deal 
with complaints about irrigation. Finally they recommended the 
establishment of a Central Bureau of Irrigation at Delhi which was 
done in 1931. Its main objects were to ensure free exchange of 
information and experience between provincial irrigation officers 
to co-ordinate research and disseminate results. 

S. New Irrigation Schemes^ After the partition of India in 
P)47, the National Government of the Indian Dominion have realis¬ 
ed the urgent need for irrigation to produce more food in the 
country* In pursuit of this objective concerted efforts are being 
made to bring cultivable waste lands under the plough and a large 
number of irrigation schemes, big and small, have been taken in 
hand: Persian wheel wells, tube-wells, tanks, canals, reservoirs and 
river*training—nothing is being neglected. The chief obstacle is the 
lack of enough power to generate which machinery is being 
imported from wherever available. When completed, these 
single and multi-purpose projects will irrigate another 26 million 
acres or thereabouts. At present only 6% of the available water 
is purposively controlled, while the rest runs vaste to the sea and 
sometimfMs cause heavy loss to life and property on the way. 

Madfj 0 has an ambitious programme of irrigation in band. These 
schemes can be grouped under three heads—(a) short-term schemes 
to cover an area of about 4 Inkh acres at a cost of Rs. 6 crores, 
(6) middle-sized schemes to cover an area of 5 lakh acres at a cost 
of Rs. 30 crores, (c) major and long-term schemes to cover an area of 
about 30 lakh acres at a cost of Rs. 78 crores. The total area benefit¬ 
ed by these several schemes put together will be four million acres. 
These projects include the Tungabhadra river project, 
sagar project, Kistnapeunar project, the Lower Bhawani^ Gaudi 
project and Malanpuzha project. 
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Tlie U.P. is also foi^og ahead with BOine very useful irrigation 
plans. Several new dams, power houses and canals are propos^ 
to be built which will generate eleotrioity and irrigate land. This 
eleotrioity will be utilized for working a large number of tube-wells. 
The Pipri dam and power station project is the most important. 
A dam 280 ft. high impounding nine million acre feet across the river 
Kehand and costing Rs. 16'25 crores is proposed to be built. It 
will bring 4 million acres under irrigation. Flood control, fish cidture, 
navigation and recreation facilities will be additional advantages. 
Me«OB of approach to the site are being established and the work has 
' been authorized. The Nayar dam project on the River Nayar, a tri- 
‘ bntary of the Ganga, will give a huge amount of eleotrioity as well as 
, irrigate an area of 2^,000 acres and further improve iJie irrigation of 
a million acres. The Ram Qanga project is expected to irrigate 
8 lakh acres besides supplying a great deal of eleotrioity. A large 
number of other schemes such as the Supra Dam project, the 
Kothri Bam scheme, and Lalitpur Reservoir have been sanctioned 
and aim at supplying water for irrigation in different districts. 

West Bengal has the Damodar Valley project in hand which 
will provide perennial irrigation to 3/4 million acres at a cost of Rs. 
55 crores and will give an income of Rs. 6 crores to the cultiva¬ 
tors every year. Construction has started. Work on the Mor 
Reservoir project has also started. It contemplates a dam on 
the river Moorakehy. The reservoir will have a capacity of one 
million acre feet and will irrigate 6 lakh acres. In addition, there are 
many other minor schemes under construction. 

The most important scheme in Bihar is the Kosi Multi-puipose 
Project for irrigation, power, navigation, flood control, reclamation 
of water-logged land, fish culture, etc. It will cost Rs. 90 eroree 
and will irrigate over 2 million acres besides supplying about 
l-8j mOlion kiUowatt of cheap power. The Gandak Valley project 
en vmg es a lEfiir across the River Gandak and will bring about 6 
lakh acres under irrigation in Saran District at a cost of about Rs. 3 
crores. Another 60,000 acres in Monghyr District are proposed to 
be irrigated by a canal taking off from River Sakare. Bihar has 
I in hand the construction of many water-lifting schemes with the 
help of power pumps. 

Bombay has a large number of irrigation projects in view, such 
as the Meshwa Canal project, the Mahi Canal project, tbe Verdala 
Tank project, the Qangapur Dam project, the Oima project, the 
Asoga Reservoir scheme and the Dadi project at a total cost of Rs 34 
crores. The total area irrigated by these projects will be 7,00,000 
acres. ’ 

C. P. and Berar have designed to undertake the oonstruetion 
of eleven projects at a cost of Rs. 4 crores to irrigate over 2 
acres 'if rice land, The Narbada Tapti multi-parpose projeot 
en;dSkgeB the irrigation of a million aores of land in O.P. utd 
Gujarat besides controlling floods in monsoon] months, The iwak 
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far pF 0 |> 0 fldd to be oairied out by the Qoveromeut of aud Berar 
ill oO'OperatioB with the GeutraJ Government* 

Mast Puftja^ proposes to irrigate 4*5 million acres of land in 
Qurgaon, Hissar« Rohtak di^tric^ and the Patiala and East Punjab 
States Onion and Bikaner State. The Nangal project which wdl 
supply power for the construction of Bhakra dam is progressing 
satisfactorily and 2/3 of the work on the pilot headings of the two 
tunnels to divert toe flow of River Sutlej from the point of the 
dam has been completed. Road and rail approaches to the site 
have also been completed. Besides canal projects, a large number 
of tube-wells are also proposed to be sunk. 

Orissa proposes to devebp the Mabanadi Valley. The 
Central Waterways, Irrigation and Navigation Commission has 
designed three dams at Hirakud, Tikarpara and Naraj, each 
with its own canal system and hydro-electric installation. The 
Hirakud dam project has already been taken in hand and will 
irrigate more than one million acres of land besides providing 
electric and navigation facilities at a total cost of Rs. 4*781 crores, 
and will earn an interest of 4 29 % on the sum at charge per year. 
Besides, there are many other minor schemes including dams 
and diversion weir s on streams in hand. 

The Indian States Onions are also not behind in under¬ 
taking works of irrigation. Hyderabad, Mysore, Saurashtra, 
Gwalior, Travanoore, Cochin, Rajasthan arc all rapidly forging ahead. 

6. Soma Importaot Multi-purposa Rivar Projacts- Until 
very recently the sole object of irrigation works constructed by the 
Government was to provide only irrigationol facilities. A wdoome 
change has occurred in the point of view and policy of Government 
after India became free. 

As a result of a number of consultations and conferences it was 
decided to set up a Central Waterways, Irrigation and Navigation 
Commission (OWING for short) in 1945 This introduced a radical 
change in the policy of the Government. It was laid down that 
the soope of water e:sploitation would no longer be confined to the sole 
purpose of providing irrigation but would extend to other objects 
such as generation of electric power, navigation, flood control, con* 
trol of malaria, prevention of soil erosion, water-logging and so on. 

As a result of the new policy a large number of multi-purpose 
projects are under consideration and preparation by the OWING 
which has become an all-India fact-finding, planning and oo-ordi- 
nating organiaation in this respect. A few words about some of 
them will not be out of j^aoe here. 

(a) The Damodar Valky Project, The Uamodar river runs 
through Bihar and Bengal and falls into the Hoogly. A barrage 
is to be constructed at Durgapore, 16 miles below BaniganJ. IVom 
there two canal systems will take off on either bank of the river 
irrigating an area of 863,000 acres. The main canal on the left will 
be navigable from Raniganj to Calcutta. Silt clearance of all chan¬ 
nels will be arranged for sanitary drainage and control of malaria. 
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Increased prodnotion is valued at Rs. 5 ororee a year. Nearly 
300,000 kilowatts of oleotrio power will also be available at cheap 
rates. 

(b) The Koei Project will cover parts of Nepal and Bihar, A dam 
750 feet high will be constructed across the Ghatra gorge in Nepal 
which will trap all harmful sands and store 11 miliioa cubic feet of 
water. At the sit© of the dam a power plant generating nearly 1*H 
million kilowatts will be erected. 1 wo barrages will bo constructed, 
one inside Nepal and the other at the NepabBihar border with 
canals. Irrigation will cover one million acres in Nopal and two 
million acre® in Bihar. The boheme will give navigation facilities 
from Calcutta up to the Ganga and further through the Kosi reser¬ 
voir up to a short aistance oi Khatmandu. 

(c) The. Mahanadi Valley Project will comprise three dams, one at 
Hirakud near Sambalpur, the second at Motra at Tikarpara 130 miles 
down and the third at Naraj near Cuttack. The irrigation will cover 
2| million acres in Bihar and Eastern States. Nearly half a million 
kilowatts of power will be generated. Eurther navigation over 
300 miles distance from Hirakud up to the eea will be provided. 

(d) The Sone Valley . reject will provide dams across the main 
stream and the tributaries. The Pipri dam on the Kihand tributary 
is being proceeded with by the C. P. Government. The scheme will 
generate 150,000 kilowatts of power. Irrigation will benefit Bihar 
down the canal system of the Sone. Navigation will be possible 
over a considerable distance up the Son© in conjunction with the 
Ganga. 

(e) The Narbada and Tapii Projects will provide perennial irri¬ 
gation for cotton, wheat and other cereals. There are possibilities 
of power development also. Navigation will be available practically 
throughout the two rivers. The areas affected are U. P., C.P, 
Berar and some Indian States, 

{/) Bhakra and Nanjal Projects. After protracted negotiations 
with a number of States, the projects have been taken in hand. The 
first involves the construction of a AhO-ft high dam across a gorge 
in the iiiver Sutlej at Bhakra and creation of a reservoir, with a capa-t 
city of 3*5 million acre feet capable of a mean discharge of 6,600 
cusecs per second for a period of 270 days—the dry part of the year. 
The irrigation system will consist of 200 miles of lined canals and 
a network of distributories commanding a total area of about 4*6 
million acres of land. The scheme will also generate 1,60,000 kilo¬ 
watts of electricity with an installed capacity of 3,20,000, kilowatts 
at a total cost of Ks, 70 crores. 

The work (d designing the dam has finally been entrusted to a 
firm of American consulting engineers beaded by Mr. Savage who is 
generally considered the biggest living authority on high dams and 
has already designtKl marvels like the Boulder Dam in tht’^ U. S, A. 

The work on the Bhakra Dam has oommenced in mttmL 
Funds have been allotted by the Central Government and steps are 
fitting taken to obtain the reqnked plant and machinery. Wmk m 
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the Nangal Power projecf, whieh oomprisee a welt aeross the Rlret 
Butlej eight miks below Bbakra and electricity from which i» eesen* 
tial for the construction of Bbakra, is progressing satisfactorily. 

1 . Apprediiitioii of Government Irrigation Policy. India 

is fortunate in her immense water and hydro-electric resources. But 
not mon- than 6% oi her water is hitherto utilized. The rest runs 
to waste. Large areas all over the country are lying as culturable 
waste, others produce poor crops for want of irrigation facilities. 
Besides, the total installed capacity of hydro-electric power is not 
more than half million kilowatts while her potential is estimated 
to be no less than 40 million kilowatts. 

The foreign Iraperial Government did not do much to utilize the 
potential resources of India. India is fortunate in at last having a 
National Government which is giving irrigation and hydro-electric 
projects its best attention and their execution the highest priority* 
These projects are going to play a very important part in raising 
the per mpifa production and the standard of living of India’s teem¬ 
ing millions and will tliua lay by the ever-present bogey of famine as 
well as change the prfnent food deficit into a surplns. All these 
projects, some of which have already been taken in hand and others 
are in the process of being investigate 1 and surveyed, will add over 
milhon acres to India’s existing irrigated area and will add about 
nine mTllibn kilowatts of h^dro-ehctric energy to the existing half 
million. They will also give us facilities for navigation, fish culture, 
control over floods in monsoon seasons, reclamation of water-logged 
lands, recreation, etc , and will thus bring about no less a revolution 
in the life of the people than the Tennessee Valley Authority in 
theU.S.A, 


No doubt they involve expenditure of hundreds of orores of 
rupees during the next ten years. They will ultimately give an 
added stimulus to trade and industry and provide employment for 
lakhs of people who are at present either unemployed or under-em¬ 
ployed. Through the increased property and taxalle capacity of the 
people, the Government of India will gain an enhanced income to 
meet its greater responsibilities and activities. 


8. Dangers of Irrigation. Constraotion of large irrigation 
projects have not proved an unrnixed blessing. Water logging and 
salt effervescoT ce in certain areas have led to deterioration of the 


mil md ematm of unhealthy sutroundmgff. In West Punjab and 
Rrtt6&Y, ms^am, a goex/ M 

e'lllivfttion due to this reason. It ha., bwsn due to the rise in the 

»atr.r Isvel, (the effect# of which apP®*^^ *" 

of the soil locally known a. .Vm, and in wois* 

«l>peararK» of waier on the surface and 
«<'ntiaticwi of sate in the upper 
(PW. j, 

Aoeordiag to l*rof, Btlj Naataffl, th» of the danger i» 
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tuftriced by the following itagas 

(i) For one or two years harani crops are unusually successful 
and there is spootaneous growth of the rich maina crop* 

(ii) lu the third year patches of iutiur begin to appear on the 
affect fields and seed does not germinate on these patches* 

(ni) Yield begins to diminish and the patches extend till they 
cover the whole field* {iv) Depressions in close proximity to the 
canal remain permanently damp and have water of a rusty colour* 
(e) The spring level rises and comes closer up to the surface of the 
sand* (t^i) Houses in the ahadi begin to crumble to dust and event¬ 
ually collapse* (cu) An obnoxious odour is emitted by abadu and 
the drinking water tastes raw.'*^ 

What happens actually is that the salt of the soil come up to 
the surface with the rise of the sub-soil water level. The canals act 
in two ways in causing this phenomenon* They intersect drainage 
lines and oa^Jise rain or flood water to be held up. Secondly, they 
cause their own water to fall vertically until it reaches the spring 
level* ‘*lf the sub-soil outflow is not enough to balance the inflow, 
the spring level rises being drawn up by capillary attraction and 
all the salts of the earth come to surface and make the land unfit 
for arops.’* 

The remedies usually suggested for this phenomenon are : (a) 
Pumping out of water by tube-wells and other methods of drainage. 
(b) Proofing of canal be^ by concrete* But this does not afieot the 
channels* (c) Opening out of olosed and obstructed drainage* 
But this may involve the re«making of the whole canal* (d) Be* 
placing canal irrigation by well irrigation. This would be very 
expensive though the expense may be worth while where the dai^er 
is imminent, (ej Prevention of over-irrigation, by changing the 
system of supply, to force the cultivators to economize water. The 
present system of supply leads to over-irrigation. Charge for water 
is made not according to the water used but according to crops 
matured. The sale of water by volume has not been tried but it 
is held that it would make the cultivator economize water* 

9. Water Rates* A few words may be said about the fixing of 
water-rates by the Government, The maximum that the Govern¬ 
ment can charge is indicated 1^ the net benefit derived by the 
cultivator from canal water* Tkis would mean the appropriation 
of the whole of the increase in the return from land due to the 
canal water. The minima m is represented by the cost of supply 
to the Government including interest on capital sunk in eanals, 
and their maintenance charges* Phis will come to much lower 
than the present charge* 

Charging according to cost of eervioe is indefensible on various 
grounds. It will give the benefit of canal oonitraotion to a section 
of the people while the river water is the property of the whote 

Bvii N$0^aitk^lndim JS^anomic i^fs, ^ ISS* 
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eomiiiiiniiy* CmtA comlractian fa financed partly from anrplna 
reTcnne and partly out of money borrowed on the security of gerntti 
rcTenues. Some of the benefits, tharefore^mnst be shared by the 
people as a whole. Some people present the analogy of railways and 
draw attention to the low profits made by them on capital compared 
with high profits from canals. But this analogy is not admissible, 
since the benefits from railways are enjoyed not by one fortunate 
section of the people bat the whole commnnity. Canals therefore 
must contribute to the general reTenues. In other words, a part 
of the water rates must be in the nature of a tax. The rate, how¬ 
ever, should not be too burdensome on a class of people most of 
whom are poor.^ 


For a fuUer discmssiou of tbs subjeo^ «ee Report of tbs Funjab Abjaaa 
Oomuiittes (I9SI) md Xuidian Tiuea^ott liu|iiiry (ISSS). 


CHAPTER X 

MARKETING OF AGRICULTURAL P^iODUCE 


1. Iiitroiluctioii. Not long ago India had a self-snffioient 
village economy. All that was produced was consumed in the 
village or in the immediate neighbourhood. The problem of market-^ 
ing did not exist. Things have changed now. The surplus produce 
of the village, mainly cotton, sugarcane and oilseeds, is sold iti dis* 
taut markets. The money thus obtained is used to buy goods 
produced far away, to pay Government demands of land revenue, 
and so forth. The economic pcsition of the peasant thus depends on 
the money he can bcciire from the surplus that be has to sell in the 
market. He has little control over prices which are determined by 
the broad factors of supply and demand in the world at large. His 
sale proceeds can be increased by handling the produce better and 
reduoipg the charges of the various intermediaries between him 
and the ultimate consumer This can be done by removing tbe 
handicaps from which the farmer suffers either because of the in* 
berent character of agriculture as a profession or from the peculiar 
circumstances under which be works in India. Agriculturists in all 
countries are handicapped by the seasonal and scattered character 
of their operations and their great dependence on nature. In addi' 
tion to these, the Indian peasant is handicapped by the illitf^raoy, 
ignorance, conservatism, small holding, lack of capital, defective 
means of transport and a host of other disabilities. In this chapter 
we shall study some of the important handicaps from which our 
agriculturist sufft^rs as a seller and the lemedies thereof. To quote 
tbe Agricultural Commission-**Until be (the peasant) studies the 
art of sale, either as individual or through combination with other 
producers, it is inevitable that he should come off second best in 
his contest with the high specialized knowledge, and tbe vastly 
superior resources of those who purchase bis produce/’^ His main 
handicap is that he has to sell his produce at an unfavourable place, 
at an unfavourable time, and on unfavourable terms. 

2. Essentialf of Good Marketing. In order that the produce 
may be sold to the best advantage of the producer, several condi* 
tions must be present. In the first place, the quality of the pro¬ 
duce should be good and there should be no adulteration Agri¬ 
cultural commodities cannot be produced in a standardized form 
like manufactures but quality can be ensured to some extent by 
using standari seed of uniform quality, by adopting efficient 
methods of harvesting, by grading and standardizing the product, 
and by storing it well. This is the first essential of good marketing. 

The second essential of good marketing is the staying power of 

1, Keport, Agri, p. ^ 
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the seller. If he is bard pressed to sell all his produce immediatdijr 
after the harvest, the selling pressure will depress prices for all the 
agrionharists. It is necessary, therefore, that either the peasant 
should have enough reserve of his own to meet his requirements 
of land revenue and other immediate payments or he should, be 
able to get cheap credit. If he has to resort to the moneydender 
the remedj" may be worse, than the disease. 

The third essential of good marketing is the existen^ of good 
means of communication and Iransport, The peasant should be In 
touch with the mo^cements of prices in the markets to enable Mm 
to take advantage of favourable prices and he should have conveni¬ 
ent access to the market. If transport facilities are absent, the 
peasant would prefer selling to itinerant purchasers or village 
banias at low prices. 

Finally, there should be welLconducted markets at convenient 
distance. It is necessary that these markets should be properly 
Tcgulated and be under impartial supervision and control. If the 
market practices are arbitrary, the cultivator will lose confidence 
in them and would prefer to sell hi.'? produce in his own village 
even on comparatively unfavourable terms. 

Rural marketing is a part of a wider problem. The Indian 
farmer is poor because the system of mral marketing is defective, 
but the system of rural marketing is defective because, above all, 
the farmer is poor. There is thus urgent need for an all-round 
attack on the problems of rural life. 

3. The Present System, (f) The proportion 

of the produce sold and that kept for consumption by the house¬ 
hold differs with the individual and the locality. The ‘"'surplus'^ 
sold is greater in the case of oomraerctal crops than food crops. 
The more prosperous cultivatorB sell a larger proportion of their 
total produce in the end, though they may sell a small quantity 
at harvest time. The poorer peasant sells only what is neoessaiy 
to meet his obligations to Government and the money-lender and for 
sundry household purposes 

There is, however, more definite information as to the propor¬ 
tion of the produce sold in the village and taken to the market. 
One ii.vestigatior^ has estimated that 60 per rent of wheat, 36 per 
cf^nt of cotton and 70 per cent of oilseeds arc sold in the villages 
or village markets* in the Punjab. For the United Provinces the 
n^spective figures are 80 per cent of wheat, 40 per cent of cotton, 
per cent of oilseeds In Bihar, Orissa and Bengal 86 per cent of 
oilseeds and 90 per-cent of jute are sold in the villages. *‘The pro- 


1, Hiiaaain, — Jlifarjbiiingr of d-ffricnlturol Produc 0 in Northern India^ p. 96. 

2. Village markHe ere of two t?po«. (il Pfriodical markH* in rural 
arfftB. These ran be bi-wei kly or foririgblly n arkete|fwbeye smell HineraUi 
dealers are able to collect agriVnltiirwl produce, {») Big JfeirB Iteld periodically 

asscoiatad with oartainirriigiops cekhiations. 
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pc>rtion of produce sold ju the coarketp dirtnuinhes as cultivators are 
debt-ridden or carry on subsistence farn ing in tinv holdings/’ The 
proportion of produce e« Id in the ( utside luarkets is much less 
wt ere the means of communication and transport are not ad© 
qaatch develo})ed. 

The produce that i«? gold in the village (apart from the portion 
that is d’Vectlv sold to non-agriculturist consumers living in the 
same village^ is sold to vari'us middl men through '^hom itjulti- 
mately reaches the larger markets and distant oonsuBTn|r^centres. 
These middlemen may he t!»e who combine money- 

lending wi^b shpf^ or itiiieianti ‘‘beopan*^” either purchas¬ 

ing on their own account or as ag^mts of some arht^ya in a secondaiy 
town market. But where the money-lender has his grip over the 
peasant, the latter is not a free agent to dispose of his produce as^^ 
be likes. The debtor usually has to sell it to hjs creditor on 
the lattei’s terms. In anv case when the produce is sold in 
the village, as the Agricultural Oomraission pointed out, the 
cultivator obtains much less favourable terms than he would do 
if he carted it to the market, however, badly organize d the latter 
mav he. But to take it to the market he requirt s means of carting 
and good r( ads. 

{♦n Tr'ivf^pr^r^riffon to vnar^pfs. '‘Communications are often 
extr^mrIv poor ard defective They not ordv add to the cop t of 
trarfpoTtaJion Hit ^dso had to the multiplicition of small 
dealers and intermediaries.^ They al«o restrict markets bv hmdering 
cheap and rap'd ir^ovement of agr eultnral prrdnce The d ffictjlties 
are greater in h ll diFtriets where the cultivator is often at the mercy 
of the gr^dn dealer vho alone can command enough aidmal power 
to undert^ ke the transport of pr >duce. Sometimes tr'^n^port alone 
ahsnrhs *0 per cent of the pr'me even where the wholesale dealer is 
wiildn a radius of lii miles of the village/ 

The produce is generally carried to the market in bullock or 
came) carts, or on pa^'k aniraals. Different methods are us^d in 
diferent locabt es. River transport has dcelined, Hit is still of 
con^ideraHc in pnrtanee in Bengal and Assam as well as in the 
coastal plains of South India. Tn Northern India the cart and pack 
animals are predominantly used. 

(ii^) in the rnarlcpt. Such markets may be either organized 
or unorganized. The unorganized markets are more or lees of a 
primitive character. There are no set eustoms or rules of procedure 
for sales and settlement of accounts. There are no permanent func* 
tionnries. They are small mandis in whieh there mav bo an arkNpa 
but be is hardly a wholesale d aler. He rather the primary distri¬ 
butor who simplv pagaes on the produce to the bigger arhtiya in the 
larger mandi! He is often financed by the latter. 

T7^( y«"rHrit rniddl<p>« n pr. m d<T diff rt-ni i fsir ph in tho vkhoum rToruTe^T 
in tVe T’nniMh, the C P . elc, 

2. Muk»*rjce— l^c^^norme Probfemp Mofhrn ImPa, Vol. P p, 2^15. 

J5. KaUftVftti i'ful Anjnri —Indian Parctl Prothn^, p. S6. 
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OrgatiisKed markets hare developed in localities where etaple 
products like wheat, cotton, sugarcane and jute are largely grown. 
In such places speoiaiizjitioa in crops has bakeri place and cuitivatfon 
is governed by the prevailing prices in distant markets* Thi'i is espe¬ 
cially ttie case in areas where transpo'^t facilities are present* ‘‘In 
these biiger rnaadis the wholesale arhhy% makes his appearance and 
facilitates grain transactions* He often supplies capital to the 
village bania or beopan on the stipulition that the produce of the 
neighbourhood would reach him regularly at harvest time. He also 
acts as a oommission agent of shroffs and big exporting firms in the 
oitKw, thus forming an indispensable link in the chain of middlemea 
between the cultivator and the shipper-buyer.”^ 

The wholesale arhtiya in the market is also known as paceu 
arhliya, Ha should be distinguished Irom the hachita arhtiya. The 
kac^ika arhtiya acts as a commission agent for all sellers in the coun¬ 
try-side mciuding cultivators, village banias and bcoparis and other 
Itinerant earners* The smUl maudi-dealers also often dispose of 
their produce through him. The pacca arhtiya never deals directly 
With the cultivator seller. In addition to the nrkUyaa^ are 

other intermediaries called the ‘Malals” (brokers). 

The transactions lu the market take place in the following 
maufier : ‘‘fue beiparj or the seller entrusts his goods to an arhtiya 
or dalal* dealing on behalf of a purchaser. Both the put 

their hands under a piece of cloth, towel, or handkerchief and start 
catching one another’s fingers under the same. The bargaining is 
usually m t<irdi8 ot annas, as there h generally no dispute about the 
rupee part of tae price. The negotiations go on in this secret manner 
tid tluy are called off owing to failure in arri\/iDg at an agreement 
or a price is settled, and then the seller is informed < f the price 
agrotd upon,”® Ihis is the usual practice, in some cases produce 
18 sold uy open auction. >n a very few mandts there are 4l«o 
co-op rauv© shops which take the place of the kichhi arkUya. 

As soon as the deal is effected, the kachha arhUya pays cash to 
the seller, though usu illy he doB5 not got the purchase price from 
the buyer {picoa arhUya) at once. Through the ithliya^ the produce 
is passed on to the rotailcrj for home oiiaurnption, to the mills for 
maauiaoturmg purpose and to the exporters for external trade, 

4* Defects of the Presaal Systen Tae min defects of the 
prasdut system oi m^-raetiug m India arc ; (a) Indifferent quality 
of the produce sold (6) iajbdBqui.t© fa^uitids of transport and 
i ommunioabion. (o) Multiplicity of intermediaries, {i\ Lack of 
storage and warehousing facdities, (^) Prauduleno practices in tfm 
markets. We shall now discuss each of these dJeoia and steps 
taken to remedy them, * 

(a) quality of pr>dace. The Indian produce 

does not enjoy good reputation in ioreign markets, though things 
have improved la recent years. The lo v quality of the produce !• 

iTTBio, op. priMr 
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due to a number of jjoaases. (i) Indifferently seleotod eeadl. (It) 
Natural ocdamities affeotiug the crops while growing, like too much 
or too little rain, pefits and diseases, etc. (in) Primitive methods of 
harvesting, whioh result in mixture of dirt and atones with the 
grains, {iv} Lack of proper storage facilities in the village, whioh 
results in deterioration through exposure to rain, dirt and rats, (i?) 
Deliberate adulteration and damping, etc. (vi) Lack of standardiza¬ 
tion and grading of produce. 

The Agricultural Departments have done useful work in iiiiio- 
ducing improved varieties of seed, though a very large field has yet 
to be covered in this connection. Some work also has been done 
to tackle the problem of pests and diseases. The methods of 
harvesting, however, remain as defective as ever and unless mechani* 
jRation is iutroduoed on a large bcale they will remain the sane. 
Storage facilities can be introduced either by Government or co¬ 
operative effort, but little has been done so far. The trouble is 
that the cultivator cannot store produce for a long time, due to 
his financial weakness and hence the trouble of constructing 
elaborate means of storage does not attract him. Deterioration of 
quality is partly due to pure dishonesty, but partly because the 
standards fixed for exports are low and better quality does not 
command better prices. The seller, therefore, reduces better 
quality products to the given standard. We have already discuss- 
^ in Chapter VIl the steps taken to check adulteration of cottoii. 
Legislation on similar lines, suited to circumsbanco of the commo¬ 
dities in each case, should go a long way to prevent deterioration 
of other agricultural products Measures against adultsration of 
food do exist in various local areas, but they have not proved very 
effective; moreover, they only aim at protecting the home consumer. 

(6) Grading and Marking^ As regards grading and standard¬ 
isation, definite work is being done since the passing of the 
Agricultural Produce (Grading and Marking) Act of 1937* Under 
this Act, lioonoes are issued to reliable merchants autiioriziing them 
to grade agricultural produce under the close supervision of the 
marketing stafi appointed by the Government. Such produce is 
then placed in the market under the label and seal of ‘'AGMARK.’' 
At first grapes, oranges, tobacco, eggs, hides and skins were graded 
in this way. Later on other commodities like ghee, atta, rice, 
apples and lao were added to the list and more can be added as need 
arises. During 1946 over Rs, 12 crores worth of produce was sold 
under the Agmark as compared with Rs, 1*5 crores in 1941. Ghee 
and tobacco were the most popular.^ 

(c) Transport faciUties, “In spite of the deirclopmeats of 
the li^t half century,” wrote the Royal Agriciilbaral Co amission, 
‘*India must still be regarded as a backward country m respect 
both of railways and roads. There are only 2 3 rnilo.^ of railway 
toe per 100 square miles of area in India as compared with 22.7, 

.. . . . . ' . . » ... . <1 . —-- , . I I -I I . I -. -n, . . II ■ I II, . 
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and 8*3 miles respeotively in Great Britain and the U.S.A. Moreover 
the freight rates in India discourage the transportation of agri¬ 
cultural produce, which iHutil/ ?Jiis s d i.11 with a large bulk- 
A more sympathetic freight policy, odd storage facilities, introduc¬ 
tion of standard containers for small parcels and packages, can 
considerably enhance their utility. 

iudia is backward m respect of ro tds, too, as compared with other 
countries. There are only 18 miles of roads p^r 100 square miles in 
India as compared witu 200 in Great Britain and IW m the U.S.A. 
The unmetalled roads and village tracks are dusty and uneven in 
summer and muddy swamps in the rainy season. No wonder the 
villag T prefers selling his p oduoe m the village. A proper co¬ 
ordination of road and railway services is necessary to avoid 
wast^dul competition. Waterways wore neglected under the British. 
Water transport is cheaper and there are great possibilities in 
India It should be revived wherever possible. 

{d) Marketing intdligence. A beginning has been made 
for the supply of maiketmg news. J>aiiy market prices of soma 
commodities are bioadcast tnuxi i.i H. stations, but the number 
oi receiviug stations nut adequate, rhe peasant is uneducated. 
Weights and measures are not umlurm. fbe ^larketmg Stafl should 
collect prices from “key markets** and disseminate them to smaller 
country markets and to producers in rural areas, 

(c) MuUipUcUy of iMermethanes. There is a large number 
of intermediaries between the cultivator ami the consumer ol the 
produce. For instance, we have seen that between the cultivator and 
the consumer come in Jl^eopari, Kaohha Aiiitiya, Dalai^ Paooa Arhtiya, 
Wholesaler and Ketailer 

There may be even more iiniib in practice. Bach of them gets 
some money as his reward. Are these all mdispensabie ? If some 
of those Jinks could eiiminatod, the marketing expenses could be 
reduced to beoelit both the producer and the coasumir. 8ome of 
them are Qlearly superfluous, the d ilai. If the cultivator takes 
the produce to the market Uanself the beopari can also be eliminated. 
The kachha arkUya can be displaced by the co-operative shop but 
cannot be dispensed with. The pacca arhtiya and the wholesaler 
even now are frequently one person* By marketing through the 
village co-operative sales society, the consumer may be approached 
directly. It is, however, impossiole to develop oo operative market¬ 
ing to such an extent as to carry on the marketing of all rural goods 
in India without the support oi the middleman. Hence such 
reforms should be introduced with care. The Agricultural Commis¬ 
sion sounded a note of warning in this connection : **We deprecate 
easy generalities suggesting that every ill from which the cultivator 
suffers is traceable to the existence of uordes of rapacious and 
unnaoessary middlemen, riuch statements disturb conlidance, while 
distracting attention from faults m the system of marketing which 
act oi bmng remeiied or removed/' According to the 
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Oommission^ The most effective oaeaus of removing unnecessary 
middlemen are the provision of good roads and the establishment 
of asuflfiicierit number of weil-reguiated markets easy of access to 
the cultivator/* 

According to another authority, ‘In the present unorganized 
system of credit and marketing the itinerant beopari is a necessity, 
and ha could not be condemned off-hand.^ No doubt with batter 
roads and modes of transport and improved organization, there will 
be fewer middlomon than at present who should appropriate a por 
lien of the meagre profit of the vsmall holders. Thus the arhtiya 
Will gtaducilly sop irsede i he village beopan, carrier or bania and 
the shroff or the exporting firm will supersede the arhtiya, or again 
the cultivators themselves by oo-operat ve organization may abo¬ 
lish, as they are doing in some countries in the West, entire chain 
of middlemen, village buyers, brokeis, arhiiyas as well as the urban 
shroffs, who are now indispensable m agricultural marketing/* 

(/) Storage and warehousing facililtes. Due to the lack of 
financial reserves the cultivator sells his pro iuoe r\ithm a mouth 
cr so of harvesting it. The only produce that ne stores for any 
length of tunc u wha the keep.3 for his family consumption or for 
seed. He, therefore, d'>ea av)t tuink worth his while uudertaking 
expenditure on expensive storage structures. He stores gram large¬ 
ly m huge earthen containers, m pois and sacks or undergroiUid m 
khailisoT pits where water level is not high. Underground storage 
exposes th^* produce to white ants, rats and dampness. In iaigcr 
maikets agricultural produce is stored in kotkas and hhati%8. Such 
product maj' be sold tecveial times before it is finally taken out. 
Against It (in larger maudis) advances are offered by shroffs and 
joint stock banks. But even m larger maikei-- gram is nut stored 
for longer than about eight monthjs. To hold stock for loriger 
periods, the means of storage should bo better than the khatti^ a*id 
the koihas. In that case the practice of getting advances il^)m the 
bauk against the security of stored produce will become more widtdy 
prevalent than it is now. It is necessary therefore to have properly 
constructed warehouses at the more important maadis and railway 
stations. For such construction Oovornoiont assistance and initia¬ 
tive are necessary, in the villages, godowa:» may oe ooustruotod by 
co-operative societies to give facilities for storage to the members. 
The oo-operative society can combiao the function of marketing 
finemo-* with the provision of storage faoibties. 

(g) FraudultM practices in the of 

the present system is the existeioc of a numoer of practices, even 
in well^organrzed markets, which defraud the cultivator seller of a 
part of his sale price. Some of these practices ore : (i) j he arhtiya 
and the daial acting for both buyer and seller; (h) settlement of 
price under cover; {%ii} false weighments and (iti) a variety of 
charges. 

1. op. oit, p, tide aad — r n., ,■■■■-- .^ 
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(») Some agenU act for hvyera and eeUera both and are catled 

kachka^pacca arhtiya. In some cases the seme persoti acts as a 
dahil ior both parties^ getting commisdon from both sides. tlndeH* 
such conditicus, the interests of the cultivator are bound to suffer. 

(»i) Setthment of price under cover. We have seen how the 
afhhyae representing the huver ard the seller negotiate the price. 
The ctilt vator is kept in the dark until after the settlement of the 
price. Naturally this does not inspire confidence in the peasant 
cs[)ecially when both the belong to the msndi. Moreover 

this method ia open to abases. Price should be settled openly. 

(/it) Fahe weighmenis. There is a large variety of weights and 
measures prevalent in the country. In the same market sometimes 
two sets of weights are used, one for buying and another for selling. 

A number of Acts were |mssed at diffVtent times in different pro* 
viiicew to standardize weights and measures. The evil, howe\er, did 
not disappear. A Standard of Weight Bill was passed by the Central 
Lc^gislature in 193lh This will enable the provinces to introduce 
uniform weights and measures proseribt‘d by the Act. This will cer¬ 
tainly lead to more extensive and smoother marketing of the pro¬ 
duce from which both the pro'bicer and the consumer {as well as 
the middlemen) are bound to derive benefit. In the larce markets 
weiidehridges should be eBtahlished over which first the loaded and 
then unloaded cart of the cultivator may he p ssed tlms cbeckirg the 
wcuhment done by the market voighmen, Thi^ will act as a chock 
on lije nialpraeticcs of ueighmeu and will be a source cf satis- 
fa( lion to the cultivator-Beller. 

(iv) Market charge's. One of the greatest candals of the pr4se.tal^ 
day marketing in India ivS the n)u]ti[dieitv of charges levied on the 
seller ot the pn^duce. The total amount of such charges for wheat 
varies between lie. 1*7 2 (paid bv the seller) in East Pur jab t/O 
Rs. 3 4-8 in the U P. and Rs, 3/12/2 in the 0. P. The buyer pays 
Re. 1/10/3, Re. l'2.8 and As. 5/8 in the same provinces per hundred 
rupees. 

The charge is high and in almost every case the seller pays 
more than the I uyer. 

These charges are the sum total of a large number of items such 
as commission, cooliage, weighment, tips to buyer’s servant and ap¬ 
prentice, charity for tojjplo and Gaoshala and various miscellaneous 
items. The seller can save about 50% of these charges if he sells 
through the co-operative commission shop because a good many of 
the charges are unreasonahie impositions Whv should tho seller 
pay to the buyer’s servant, his apprentice, his dalal and his chari¬ 
table activities ? It is necessary that superfluous charges be made 
illegal and other charges he made uniform. Attempts have been 
made to achieve this object in the regulated markets. 

1 he peasant has to pay another set of charges like octroi duties, 
terminal taxes and tolls. According to the Wheat Report these 
amount sometimes to 4 or 5 per cent of the value of the produce. 
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theory of course/* eays the Report, the octroi duty should be 
payable by the consumers in the town in the form of enhanced 
prices, bat owing to the fact that they are in the first instance paid 
by the cultivatur-seller, who has no alternative hut let the charges 
come altogether out of his pocket/* Ibe octroi duties paid to the 
municipalities come to no less than Rs 1*5 crores in a year* 

The Wheat Report in fact contends that even the charges levied 
on the buyer iu the first instance arc shifted on to the seller by 
forces of co npetition, through reduction in price paid to him. ^The 
cultivator is wilivnilly compelled to pay for the upkeep of munici¬ 
pal roads and other amenities of the town through octroi and similar 
duties. He alFo pays in many cases for educating the urban children 
and for mai itaining other charitable institutions from which he 
himself derives no direct benefit. 

5* Regulated Markets* Mainly two great reforms are usually 
suggested to save the cultivator from the oppressions of the present 
system. One is the establishment, all over the country, of regulated 
markets on the Berar and Bombay model, and the other is the mar¬ 
keting of produce through the cultivator’s own co operative societies 
f(^rmed for this purpose. We shall now consider these two proposaJs 
which have already to soine extent been put into practice. 

Regulated mnrkets date in India from 1897 when the Berar 
Cotton and Grain Market Law was passed. The Agrieulttiral Cora- 
mission recommended oBfablishment of similar nsarkets for other 
areas and other eommodi ies. Bombay modelled its Cotton Markets 
Act of 1927 on the Berar Law with some improvemonts. This latter 
was repealed following the enaiitinent in 1930 rd a more comprehen¬ 
sive law - the Bombay Agricultarai Produce Markets Act. Similar 
laws have been passed in Hyderabad State (1930), Madras (1933), 
Central Provinces (193r), Mysore (1939), and Punjab (1939). in 
essentials all these laws resemble each other* A few words may be 
said about the Punjab Agricultural Produce Markets Act, 1939. 

The main features of these Acts are as follows :— 

(«) A Market Committee will be set up in each market area to 
ensure honest dealings between buvers and sellers and to generally 
administer the market. The Committee will represent the various 
interests—the groweis, commission agents, traders, etc. Members 
wdl selected bv ibe Government from among the prescribed 
panel of nsmes submitted by the non-oiBcial members of the district 
board of the district in which the market area is situated and by the 
traders in the market.'* 

(5) The Market Committee will standardize the various market 
prai^tices and charges ; keep standard weights; see that the 
saujic broker does not represent both buyer and seller; and perform 
siraibir other funetionB ensuring fair play in dealings. In cases of 
dispute, the Committee will provide arbitration facilities. 
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(c) The Act provides for the lieeming of brokers and weighman 
and prescribes penalties for breach of law. 

This guarantee of fair play for the peasant in the roarket ii 
bound to encourage him to take his produce for sale there. 

Market regulation results in many benefits which may be sum- 
mariied as below :— 

(♦) The cultivator can directly negotiate with buyers, 

(i») Latest information about prices, supplies and trends can 
be supplied. 

{Hi) The net incidence of charges is reduced. 

(iv) Sales are effected openly or by auction. 

(f?) Facilities like sheds for cattle, godowns. water, etc. can be 
provided from the market fund. 

(ei) Seales, measures and weights can be properly controlled. 

(vii) AH functionaries are registered, licensed and controlled. 

(vni) Grading and stardardization can be introduced and 
popularized. 

(tx) The cultivators using the market can be educated in sanita* 
tion and thrift, and can be persuaded to grow better type and variety 
of crops. 

6. Co operative Marketing. In theory a , multitude ofad* 
vantages are claimed for co-operative marketing such as improved 
marketability of goods, possibilities of developing markets, stabil zing 
of production, controlling the flow of supplies, increased bargaining 
power of firrowers, reduced costs, more efficient service, more finances 
for marketing and producing crops and so on. 

Co-operative marketing has met with great success in Europe 
and America. In Irdia beginnings have already been made in 
several provinces. Co operative Marketing Societies have achieved 
remarkable success in Bombay, Madras and the U.P.^ The Bombay 
Provincial Co-operative Marketing Society (1941) co-ordinates the 
activities of individual societies as well as provides a central agency 
for marketing of members’ products. It has incidentally done a very 
useful work by distributing rationed articles. The sales of these 
societies rose from Rs. 80 lakhs in 1919 40 to Rs. 4,18 lakhs in 
1945-46. In Madras in almost all districts credit and marketing have 
been linked together and central marketing societies form d to 
provide a co-ordinating agency to collect and sell on a large scale. 
In 1947 the Provincial Government formulated a five-jear plan to 
establish a co-operative society at every Taluk centre to con¬ 
struct large numbers of godowns and to establish marketing federa¬ 
tion for purposes of co-oi^ination. The U,P. has also t chieved remark¬ 
able process in the development of co-operative marketing mainly 
of cereals, ghee, oil-seeds and sugarcane. 


1. lAs lS$S-4i op. cH. up. 
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Thi® enoemraging experience in the expansion of co-operatiire 
marketing and the intrinsic need for this organization have resnlted 
in plans for its large-scale post-war development. Committees and 
authorities have stressed the need to link together co-operative 
marketing* finance and consumers* societies. Licensed warv^honses 
are recommended to enable storage of produce and to facilitate the 
creation of the negotiable short-term bills to finance marketing. Co¬ 
operatives Societies as constituted at present cannot be expected to 
carry on all the functions of middlemen. Therefore, we should not 
try to oust him entirely but to harness him usefully. 

The new marketing organization established by the Central and 
Provincial Governments is expected to stimulate co-operative 
marketing. 

7. The New Mariketing Oi^anization. The Agricultural 
Commission recommended Jhe appointment of expert marketing 
officers and carrying out of marketing surveys of various commodi¬ 
ties. The Government, however, delayed the matter due to financial 
stringency until in April 1934, Mr. A.M. Livingstone was appointed 
Agricultural Marketing Adviser to the Imperial Council of Agricultu¬ 
ral Besearch. The Provincial Economic Conference of April 1934, 
also agreed on the development of marketing facilities and reoom** 
mended action on the following lines : (t) Propaganda and supply of 
information in external markets regarding Indian products ; (n) the 
grading, storing and bulking of the main staple products, special 
market organization for perishable commodities; (iii) information 
to India’*® producers of consumers* requirements both in India and 
abroad; (tr) the planning of production on basis of quality and de¬ 
mand ; (r) the establishment and development of regulated markets; 
(ei) the undertaking of market surveys for the purpose of develop¬ 
ing a common plan throughout India; and (m) the establishment 
of properly organized ^‘future” markets, commodity exchanges and 
warehouses. 

In 1939, the Government of India outlined a policy on the 
Knes recommended by the conference to be carried out in collabora¬ 
tion with the provinces and the States through the agency of a 
Provincial and Central Marketing staff. The central staff consists 
of one Agricultural Marketing Adviser, three Senior Marketing 
Officers, three Marketing Officers, one Supervising Officer for experi¬ 
mental grading and pcoking stations and twelve Assistant Market¬ 
ing Officers, The Provincial Staff include a Chief Marketing 
Officer and Assistant Marketing Officers. The work falls into three 
division®: (i) Investigation, (tf) development and (iit) grading Inves¬ 
tigation work includes marketing surveys of important commodities, 
moblems of regulated markets, transportation, storage, etc. 
development work will mostly depend upon the results of surveys. 
It m^ns keeping the producer and trader in touch with consumers* 
requirements and popularization of standard grades and oontalrldiC 
The work of grading is technical and relates to the ohemioal and 



g b^ioal properties of produets to be graded^ like oil«iieed0» graiiis# 
•uit8, etc* 

B. Tke New Orgaoizalion’s Achievemeuls* The new 

merketiug orgauizatiou has done good work siuoj its establiahmeut. 
Its achiovements are summarized below* 

(i) Marketiug surveys of many commodities have been 
acoomplished and reports of such surveys have been published^ 
The chief commodities surveyed are : rice, wheat, linseed^ ground¬ 
nuts, tobacco, coffee, fruits, milk, eggs, livestock, hides and 
skins, etc. 

(»f) The surveys revealed the necessity for grading due to mix» 
ing of qualities* To this end the Agricultural Produce (Qradmg and 
Marketing) Act was passed in February, 1937* We have already 
noted the work done under this Act* As a result of grading, 
all goods, specially perishable goods (eggs, fruits, etc*), secure better 
prices than before* 

(^h) Progress has also been made with respect to standardiaea* 
tion of contract terms (for white wheat, linse^ and groundnuts) 
thus widening their marketing field, 

(it?) Finally, arrangements have been made for a market news 
service. This is done by weekly broadcasts from regarding 

prices, stocks and movements of certain staple commodities. Daily 
closing rates are also broadcast in the rural programme. 

9. Stabilization of Agiicultiiral Prices. No amount of 

improvements in the marketing organization can help the cultivator 
unless he is ensured remunerative prices for his products. The main 
objectives of stabilization of agricultural prices are :— 

(a) Prevention of extreme fluctuations such as have occurred 
during the last two decades—extremely low prices during the 
depression and very high prices during the war. 

(b} Assuring the agricultural producer a better standard oi 
living than he enjoyed before the war* 

(c) Providing an incentive for improved agricultural production* 
The necessity of price stabilization of apioultural commodities 
has been recognized by the United Nations Organization and 
schemes of commodity agreements to this end are a part of the 
newly proposed International Trade Organization* 

The Bengal Famine Commission in India also recommended a 
policy of price stabilization* In their view “the hard cor© of the 
problem of stabilization of agricultural prices generally is the 
stabilization of the price of rice and wheat.**^ This is because (♦) 
80% of the land in India is under food crops and almost half of the 
land under food crops is under rice and wheat alone* (il) Food 
pri<^ generally represent the most important element in the cost 
^ living of the non-agrioultural masses* The policy of staUllaaiton 
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of prioes iimiliw the oreatbn of maohiaary to oaforoo fttad prioii» 
Tile foUoirmg eteps are neoeaaary for saoh a polioy : 

(il Detarmination of tho level at irhioh thia prioea of partioalar 
oommoditiea have to be stabilized. This l37dl is uaoally a range 
betw< en a selected maximum and minimum levels^ The level 
selected should be such as is fair both to the producer and to 
the consumer • 

(v) Maintenance of stocks by the Government. This involves 
machinery of procurement of such stocks. This may be done 
through ordinary trade channels or by Government employees 
directly. The stocks should be enough to enable the Government 
to SUPPI37 the commodity to the market at the minimum price 
fixed by it. 

(iti) The Government should maintain the price within the 
fixed range by buying and selling the commodity at maximum and 
miaifTium prioes respectively as the need may arise. Private trading 
should be permitted only within this range. 

If the price tends to fall below tbe fixed minimum it should be 
pushed up by (a) stimulating exports or (6) by Government pur* 
ciiaseB. If the price tends to rise above the maximum the Govern¬ 
ment should (a) prohibit exports and (6) release their own stocks at 
prioes lower than the maximum. 

For success, the polioy of price stabilization should be under 
the control and direction of the Central Government. 



CHAPTER XI 

RURAL FINANCE AND INDEBTEDNESS 

1. Introdaction. Sir F A. Nichol$«on wrote in his famdtis 
Report on Land and Agricultural Banks in 189 > ; ‘*Tb© lesson of 
universal history is that an essential of agriculture is credit. 
Neither the condition of the count y, nor the nature of the land 
tenure, nor the position of agriculture affects the one great fact, that 
the agriculturist must borrow/’ Every modern business is run on 
credit. Agriculture, however, gives rise to certain peculiar probh» 
of finance because of its uncertainties, its small unit of prc^^^vvion, 
scattered nature of its operation and the conservative character of 
the peasants. These characteristics are more prominent in Ii dia ' i 
due to the illiteracy of the peasant, and his lack of fptethoughji* 
This acixiunls fo^^ fact that the probletn ofYursfl finance in India 
has become primarily the problem of getting rid of rural ‘indebted- 
ness/’ No doubt our cultivator does need money to make im¬ 
provements in land, to replace implements and to purchase seeds, 
manures, and especially cattle. Actually the capital invested in 
his farm is very smaiP indeed. Most of bis indebtedness is due to 
unproductive* eaponditure in the past. Unprodactive expenditure 

is not necessarily unjustifiable expenditure but it is unproductive 
all the same. Money borrowed for purely productive purposes, 
(e.g,, sinking of wells, buying improved seed, constructing embank¬ 
ments, etc.) does not in the long run lead to mdebtecbess. The 
problem of rural finance, therefore, must be faced from three points 
of view; 

(a) Reduction and, if possible, elimination of the existing 
burden of debt. (6) Discouragement of future unproductive borrow¬ 
ing. (c) Encouragement of productive borrowing, 

Onr study therefore will follow three lines of investigation : 

(i) The needs of the peasant for credit and how these have 
been met so far ; (ii) the oauses of indebtedness and its magnitude; 
(m) remedies adopted so far and future programme. 

2. Legilinaate Needs of the Pea^ for Credit. The peasant 
requires th^ types of credit to carry on cultivation :— 

(a) Long-term credit for permanent improvements like the con- 
stmotion of wells, tanks, bunds and embankments, digging of 


1, Boughly Rs. SO p«r Ukore is oonsidared HufSoiant capital m Um Ftin^ab 
o(HXi|Minitxv^y prosperous provinoc ia Agriculture, £i5 Ib required xa 
Britain t Ttmmkm **Th$ Punjab Today Vol ii p, S23. 

S. Aeeo ding to the Proviooial Bisoking Boquiry Cbmxalttee, 70 par earn 
ef the debt in theUnitadl Frovinoes, Bongai and Bombay and SO par aant in 
liidiin ease acm^^ for unproduotiva parposes. 
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^brnneh to diTdrt water, terracing of hill-sidea, during of Inngleit 
drainage, reclamation, fencing, etc. The larger irrigation works aw 
oomtnicted by the State. Money required for minor works is 
usually provided by the cultivator himself from his own savings or 
from funds raised by borrowing, but the State encourages such 
improvements by the grant of loans at low rates of interest.^ 

(6) IfUermediaie Credit is required for the purchase of expen¬ 
sive implements, cattle and erection of buildings. 

(c) Short-term credit In addition, the agriculturist requires 
mmey for financing his current requirements, fike the purchase of 
seed, fertilizers, feeding-stuff, etc. 

3. Sources of Credit or Agencies of Finance. At the present 
time the agnoulturist is fiaanoed fay the following agencies:— 


{%) The village money-lender, professional or non^professional. 
(ii) The indigenous banker acting through intermediaries. 

(ni) Commercial or joint stock banks. They provide finance 
indirectly through intermediaries of various kinds 


{iv) The Government. 

(t?) Co-operative Credit Societies, v V 

(i?i) Land Mortgage Banks.* 

Of these we need take notice only of the village money-lender, 
the Government Co-operative Societies and land mortgage banka, 
fis the cultivators have no direct relations with trie others. We shall 
discuss the last two in the next chapter. Here we shall deal with 
tlw first two only. 

(i) Government a» Financial Agency. Attention may be drawn 
to two Acts which were passed during the 19th century under which 
credit Is supplied by the Qovarnmeat to the agriculturist. They arc: 

1. Land Improvement Act of 1883 which provides for supply 
of long-term credit for permanent improvements on land like wefls 
and embankments. 


2. Agriculturists’ Loans Act of 1884, under which short-term 
loans are given for agricultural needs like purchase of seed, imple¬ 
ments, manure and cattle. These loans have greatly helped the 
agriculturists, especially during periods of calamities, like famines* 

The scope of these measures, however, is limited* The Central 
Banking Enquiry Committee gave figures to show ‘‘the very 
insignificant part played by the Government in the' Matter of 
supplying rural finance.”® 

1. AgiicttUuralOommiaaioi Report, p. 416. 

2. Land m irtgage banka may hi organized on the Oo-operativo or the 
}oint Aticok prinoipies. 

a. On the average aboat Es. 95 lakhs are graatei every years Be. $5 
tvikkM under the Land Improvements Aot and its. SO Ukhs nnier the Agrienl* 
(I5fan«vati and 4niarm-op. oiL, p. 170)# 
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The iaecmt loafifs, m the loaise given under these Aets ere pofmierty 
called, have not been very popular for several reasons. In the first 
place they are given only for specific purpofes while the money-lender 
gives loan for any purpose^ ctiltivator prefers the latter 

unless he is very hard-pressed. Secondly, these loans are secured 
after a good deal of delay and only after some subordinate officials 
have been bribed. Thirdly, the method of ooUeotion is too rigid and 
mechanical. Finally, the faciliti^ available and the prooednre to 
be followed are not well known to the peasant. 

Recently some provinces have passed amending Acts to enlarge 
the scope of these measures. Madras passed such an Act in 1935 and 
the U. P. in 1934 to permit loans for redemption of old debts under 
the Land Improvement Act of 1883. 

(ii) LlFhe Villager MmeyAmA&r, By far the most Important 
source of agricultural credit is the village money-lender. There are 
two classes of such money-lenders. The more common is the pro¬ 
fessional money-lender who is also a trader. On the basis of 1931 
census there were between 2| to 3 million such money-lenders in 
India, The other is the non-professional money-lender who is 
in most cases a landlord. Due to restrictive legislation against 
the former the latter is becoming prominent in some province^ 

A hundred years back the money-lender was very useful. He 
lent money but the traditional rule of Damdupat did not allow him 
to receive back more than double the sum lent. There wa^ no 
question of attaching land, houses or cattle for failure to lepay 
loans. Since the advent of the British and their civil law the 
money-lender has been exjdoiting the peasant and appropriating 
his land. 

OThe village money-lender has become an indispensable feature 
of Indian rural economy. His popularity is due to various reasons. 
As was pointed out by the Central Banking Enquiry Committee : 
"*He is easily accessible. His methods of business are simple and 
elastic. He maintains a close personal contact with the borrower, 
often having hereditary relations with the family of the borrower. 
His local knowledge and experience and his presence on the spot 
enables him to accommodate persons without tangible assets and 
yet protect himself against losses.” He not only supplies funds 
for agricultural purposes but also for domestic needs. Thu be 
supplies credit for productive as well as unproductive purposes, for 
short-term as well as long-term needa.^ ”The money-lender/* wrote 
the Royal Commission on Agriculture, ‘‘recognixes no distinction 
between the capital required to finance an industry and the money 
needed for ordinary household expenditure. Every thing goes 
down in a common account.’*^ This indiscriminate lending besidest 
resulting in improvidence, leads to other evils, which accord¬ 
ing to Bengal Commission, are that *Hhe rates are still 


l. Agricultural Commig flionVfieport , p, 417. 
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bigh in many parts of the country; secondly^ that the 
professional money-lender tends to abuse his influenee over 
the debtor, particularly in order to secure possesion of the 
latter's saleable produce at a low price, and similarly the non* 
professional money-lender often advances n oney with a view to 
eventual acquisition of the debtors' land/'^ 

There are various malpractices associated with private money- 
lending* They are much less common today though they still 
exist# The money-lenders obtain bonds on fafse pretences; enter 
in them sums larger than agreed upon; deduct extortionate 
premiums; give no receipt for payments and then deny them; 
credit produce at fraudulent prices; retain liquidated bonds for 
sums not alvanced ; charge interest unstipulated for, and commit 
a score of other rogueries—these are facts proved by evidence."* 

The defects of the system are not wholly due to the avarice of 
the lender. It has endured in spite of its defects. That the money¬ 
lender has not been eliminated in spite of all efforts, shows that 
Indian rural economy in its present organization cannot do with¬ 
out the village money-lender. "We think it inevitable," writes 
the Bengal Famine Commission, "that the private money-lender will 
continue, for a long time to come, to be the main agency for the 
distribution of rural credit. Policy in relation to rural credit must 
be based on the acceptance of this fact, as well as on the recogni¬ 
tion of the need for improving the working of the system,"* 

4. Magnitude of Rural Indebtedness. Estimates have been 
made on the basis of local enquiries undertaken from time to time 
as to the extent of agricultural indebtedness in India. One of the 
earliest enquiries was in 1875 by the Deccan Ryots Commission 
in twelve villages in Bombay. The Commission found that | of 
the occupants were involved in debt which was about 18 times the 
revenue assessment. In 18S0 the Famine Commusion expressed 
the view that J of the land holding classes in India were deeply in 
debt. Sir F. Nicholson in 1895 estimated the total rural debt of 
Madras at Rs. 4i> crores and on this basis, Sir Edward Maclagan 
estimated that in 1911 the total rural debt in British India was 
Rs. 300 crores. 

The next important enquiry was that of Mr. (now Sir) M. L. 
Barling, LC.S. He based his calculations on the data relating to 55,308 
members of 2,106 co-operative societies in the Punjab in 1918-19. 
He concluded that ti e total agricultural debt of the province was 
Rs. 90 crores, that it averaged Hs 31 p#^r cultivated acre, Rs. 76 
per bead of the agricu turist population and that it was at least 19 
times the land revenue demand. 

The average debt per indebted proprietor was Rs. 468, but per 
indebted tenant it was only Rs. 150. On the basis of the Punjab 
figures, Mr. Darling calculated that the total agricultural debt of 
%i ti8h India (includi ng Burm a) was not less than Rs. 600 crores *_ 

I, ifinal Report op cit.,n 214. 

2 A 3 Bengal Famine OommiSflion Heport, p^ 294. 

4 Pmmmi §» Protperiiy and J>$b$, p|^ 20-21, 
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AuthoritiatiTa estimates made by the Tarious P^OTinoial Baiih- 
iBg Eaquiiy Committees in 1930 are tabulated below 


Province 

Total debt 

Average per 
agrioulturist 

Value of 
principal crops* 
1928-29. 


Ks. Crores 


B®. Crores 

Madraa 

... 160 

50 

1807 ^ 

120*5 P 

Bombay 

... 81 

49 

Bengal 

... 100 

31 

232*5 * 

140*6 cAS 

IT. P. 

... 124 

30 

C. P. 

... 30 

30 

08‘7 xX 

Punjab 

... 135 

92 

70-7 ^ 

Bihar and Oriasa 

... 155 

31 

136 7 2 

Assam 

... 22 

31 

aee 

Total 

... T«f 


'W$9 


In the Punjab, debt is the biggest per agriculturist and Is almost 
double the value of principal crops on the basis of 1928^29 prices. 
During the depression the prices fell by about 50 per omit. Hence 
the burden of rural debt in India, even assuming that no new debt 
was incurred, must have doubled. Dr. Mukherjee estimated it to 
be Rs. 1,200 crores in 1935 and Mr. E. V. S. MainamV estimate 
put it at Rs. 1,800 crores. According to Dr. P. J. Thomas* even 
by 1933, the real burden must have reached Rs. 2,200 crores. Inp.N, 
recent years prices of agricultural products have advanced^ \ 
considerably. The burden of debt may have decreased* But the f 
rifle in prices has mostly benefited the larger landlords who have ^ 
surpluses to sell. The ordinary peasant has suffered more from ^ 

inflation than he has gained. The Bengal Famine Commission 
were also of the same opinion. They concluded in 1945 that small 
holders as a class had not gained materially. Of course those who 
supplemented their income by other forms of labour benefited as 
wages were high. But as they had not much surplus to sell to pay 
back their debts and as the prices of the consumer goods they need* 
ed were high, as a class their debts would not have been re¬ 
duced substantially.- Only extended enquiries could give a full 
picture of the total effects of high prices on rural indebtedness,* but 
the Reserve Bank holds that “the agricultural debtors were enabled 
to pay off their debts either out cf their increased incomes 
or by the sale of a part of their lands...,Thus not only were the over- 
dues due to the banks and societies rapidly paid, but there were even 
instances of advance repayments in large numbers in many pro* 
vinoes/*^ 


It is, however, not so much the amount of debt that is so serious 
as the fact that most of this was incurred for unproductive purposes. 
According to the Banking Enquiry Committees, the percentage of 
unproductive debt to total debt in the U.P., Bengal and Bombay was 


1. Euesutiol® cf Rural contributod to the World 

to-operators* Conference, 1S38, p. S3. 

2. Weommiti Pt^hkmB ^ Modern India^ op. oit.» p. 176* 

3* Final Eeport, p. 300* 

Review of the Cb-opaialive Movement^ 1039-46* op. eit** p* 39* 
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70 per cent md In Wedres 60 per cent. According to DerKng, only S 
per cent of tbe debt in the Piatnjab was inoorred for land improve* 
ment. 

IS* Causes of Indebtedness. For a debt to arise the following 
conditions must be present :— 

(flf) Fxistence of lorrowers with need to borrow and security 
to offer. 

(b) Existence of lenders with capital to lend and willingness to 
lend. 7he willingnees lend depends on (i) the security offered 
by the fcerrower and (ii) the existence of law and courts to which 
recourse may be had to realize the debt. 

Though the peasant has always borrowed but his indebtedness 
was not a serious problem before the establishment of the British 
rule. This was because (a) there was little accumulation of capital to 
lend, (6) there uas little furpltis from which a loan could be repaid, 
(c) there was practically no security to offer and (d) there were 
no sure means of enforcing recoverT against a recalcitrant borrower. 

The advent of the British rule in due course changed all this. 
“The land far from being a burden entailing the satisfaction of a crush¬ 
ing State demand, became a valuable property ; improved commu¬ 
nications opened up markets for the sale of surplus produce ; ...pro- 
petty of all kinds rose rapidly in value. Further the introduction 
of fixed laws and the general security following on the enforcement 
of order, rendered the land available as the ultimate security for 
loans. Another factor of great importance was the growth of a 
money economy and the increase of wealth as trade developed.'^^ 
The new forces put the peasant entirely at the mercy of the money¬ 
lender. “By 1880/’ wrote Darling about the Punjab, “ the unequal 
fight between the peasant-proprietor and the money-fender had end¬ 
ed in a crushing victory for the latter...,. For the next thirty years 
the money-lender was at the zenith and multiplied and prospered ex¬ 
ceedingly/’* 

Thus the advent of British rule increased the opporiuniim for 
borrowing and lending. The need to borrow always existed and has 
increased with the increased preseure in land. This need Is not 
always economic. There are social needs too. These coupled with 
the peasant’s extravagant habits have contributed to make the 
burden of debt more f erious than it might have been. 

We may now summarize the causes of indebtedness of the pea¬ 
sant, There are seven main reasons why the peasant-proprietor is 
obliged to borrow 2 — 

I, The x>easant hm to borrow to carry on- His holding is an 
uneconomic unit. It is split up in fragments. More often than not 
!i© at the mercy of Nature* Droughts and floods do not allow him 
to reap the reward of his labours. He has very few implements and 

I. Calvert op. cit., p. r48. 

Darling—1 be Tmmniiti and Deht, p. S80, 
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(^ese are of a>poor quality. He does not know Hie use of ohemioal 
manures and generally eanoot afford tkem. He rauiQot lire vitk* 
out borrowing. 

2. His cattle are mere bag4 of skin and bone. There is not en¬ 
ough. food to fatten them. They die in numoera from drought and 
disease. As the pe isant has no reaouroea to fall book on, he is oom- 
polled to resort to the money-lender. ^ ^ , 

3. His ingrained imitEOsidanoe, the eSeote o t which are greatly 
aggrarated by insecurity of crops The peasant is very fond of 
litigation, ifc. 'farlok iSingh carried out an enquiry in 33 representa¬ 
tive viUages in Hoshiarpur District of East Funjab in 1933 and found 
that out of every seven tamilies two were engaged directly m litiga¬ 
tion.^ Thus litigation is an important cause of debt. 

4. His extravagant expenditure upon marriage and other do¬ 
mestic ceremonies. This is rarely the nucleus of a peasant’s indebt¬ 
edness although it is a fairly important item lu his total debt. 

6. The vicious system of business of the money-lender which 
we have discussed at length. 

6. The iudated values of land and its produce whioh tmapt Hw 
peasant to bcurow and the money-lender to lend. 

7, Land revenue is quite a heavy sum for the amaU holder to 
pay. He has no cash resources. Very often, therefore, he is com¬ 
piled to borrow to make the revenue payment, even though it 
averages only about Bs. 2 per acre against a debt of Es. $1 to 92 
per cultivated acre. It may not be a "primary cause of defat” but it 
certainly servos as an occasion for borrortrmg. 

Mr. Thorburn found in 1896 that 12 per cent of the debt was 
borrow^ to pay land revenue in the area ot his enquiry in the Pun. 
jab. Punjab Oo-operative Societies reports show that about 16 per 
cent of the money is advanced for the object of land revenue pay¬ 
ment. Sir T. Hope, a Bombay Bevenue Oflioer, declared in 1879 tha>t 
" to our revenue system most in candour be ascribed some akmte 
in the indebtedness of the ryot.”^ A oomimssion reporting in 1892 on 
the Deccan Agrionltunsts Belief Act wrote : ” The rigidity of the 
present (land revenue) system is one of the main oansee ndtteb. ieed 
the ryot of l^e Deccan into fresh debt.”’ hlri Oalvert is of the 
view that in the Punjab, in the earlier days of British administration 
when land revenue wse rigklly hmd am realised^ it was a leaeon 
which induced the cultivator to borrow. "Erom 1882 mstnurd^'’ 
he adds, " Buoaessive steps have been taken to render the eastern 
more elastic and more adaptable to the variation in the harvest.”* 
But stiU the system is open to oritiiUBia* 

l. Fwwrty oi»tl Sooiai OKangt, by T. Singh, I C.S., p, 174, 176 bTiJ! 

.i. Ibid, p. 231. 

5. Quoted by Palme £>utt, op. cii. p. 200. 

4 . Cknvsrt, cp. oit. p. 264. 
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We may, therefor©, oonolude that the land revenue f^item in 
India is one of the causes of Indebtedness^ though it may not be 
one of the most important ones. 

6. Results of Indebtedness^ Money borrowed for productive 
purposes results in increased prosperity. Such a loan is a blessing. 
iJsed for unproductive purposes, aa most agricultural loans are, 
a loan is an everlasting curse, an ever-increasing burden, a perma¬ 
nent incubus and it leads to all kinds of evil consequences,—eco¬ 
nomic, social and moral. 

(i) Economic Conaequmces. Indebtedness leads to agricultural 
inefficiency* When the cultivator finds that all his additional 
efforts merely fill the pockets of his creditor, he loses all interest in 
improving his position. Productivity of land thus decreases. If 
the debt brings about mortgage and sale of land, as it has done in 
all parts of the country,^ it means an increase in tenant cultivators 
and landless labourers, which is certainly not conducive to im¬ 
proved cultivation. In the marketing of his produce also the pea¬ 
sant suffers if he is a debtor. He usu^ly has to sell his produce to 
his creditor on the latter’s terms. This means not only lower 
monetary returns, but it also acts as a barrier in the way of im - 
proving marketing methods through co-operative sales. Noagri- 
oulturai progress is possible for an indebted peasantry. 

(if) Social Oonaequencea, Friction arises between the creditor 
and debtor classes. The increase of a landless class with no ave¬ 
nues of employment creates social discontent and political agitation. 
Communism finds a fertile ground in such conditions. Statistics 
show that landless labourers are on the increase in India. In 1921 
they were 291 for every 1,000 ordinary cultivators, in 1931 their 
number increased to 407 per 1,000 cultivators. 

(Hi) Moral Oonseqmnces, These are the worst. The culti¬ 
vator loses his ancestral property and in many oases, his economic 
freedom. In certain provinces oases of such servitude exist. In 
Bihar and Orissa Kamiauti* agreements and in Madras the Pannaiyal 
system, have created conditions of practical servitude for labourers. 

In both oases,*’ says Prof. F. J. Thomas, “ a labourer borrows a 
small sum of money to celebrate a wedding or funeral, but in return 
he has to work for the lender, receiving a bare pittance for his live¬ 
lihood. He can never be expected to save up the amount needed, 
and therefore the transaction becomes an indenture for life,”^ A 
similar system prevails in the Central Provinces. 

1. In Bckmbay, the agrioutturiats lost nearly 5 million acres of land to the 
non-agriculturists j^tween 1926 and 1937. This is iliustrati^re of the tendency 
In all provinces. That is why land alienation laws had to be passed. 

2. Kaxniauti agreements were declared illegal by an Act in 19 20. But 
It wcsild appear/* wrote the Agricultural Oomoaiesion, “that the K amia is too 
poor to the law in motion and that the Act has proved ineffective/* Beport 

3- Muhharp^Bcimomic FroUama Modam Indio, Tal. I, p* 172. 
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7. MMuanHi dF Rdief. The problenu ona be attedked firom 
iwo angles—settlement of old debts and oontrol over new borrow* 
ing whioh inTolves creation of credit agencies for prodnctive borrow* 
ing. 

(1) Settkment of Old Debts. It is obvious that unlecn the mmsh* 
ing burden of existing debt (mostly ancestral) is reduced, there is no 
hope of any agrioaltnral advancement. One remedy is to declare 
the debtor insolvent where his a^ssets fall abort of his liabilities. 
“ No one desires to see a wholesale resort to insolvency,” wrote the 
Boyal Agricultural Commission, ‘*and no one, we trust, desires to 
witness a continuation of a system under whioh innumerable 
people are bom in debt, live in debt and die m debt, passing on 
their burden to those who follow.”’ The Central Banking Enquiry 
Committee agreed with this view and suggested certain special 
provisions in the proposed BuraJ Insolvency Act. 

In some provinces legislation has been passed in recent years 
permitting declaration of insolvency under certain conditions and 
moratoriums, and liquidation and conciliation of debts in others. 
We shall discuss them one by one. 

(a) Moratorium. Moratorium implies staying of proceedings 
in courts with regard to the recovery of debts. Grant of 
moratorium was one of the earliest measures taken by provincial 
Governments to protect the agriculturist debtors during the de* 
pression The idea was to prevent a rush of suits and a wholesale 
execution of decrees. Such measures to stay execution of decrees 
on debtora' properties and to prohibit evictions by landlords were 
adopted in the U.P. in 1932, in the C.P. in 1934 and in Bombay in 
1938. In other provinces, too, Del^ Belief Acts provided for staying 
proceedings in suits and decrees, if debtors applied for conciliation 
of debts. This indirectly meant grant of moratorium in respect of 
their loans. 

(h) Compulsory scaling down or liquidation. Such measures arp 
contained in the Madras Agriculturists Belief Act (1938) • 
Central Provinces and Berar Belief of Indebtednesa Act (1939) ’ 
The Bombay Agricultural Debtors Belief Act (1939); The U. pl 
Agriculturist Debt Bedemption Act (1939), and the Sind Agrioultur* 
ists Belief Act, 1940. Some Indian States like Bhavnagar, My so re 
andTravanoore have also adopted similar measures. 

The main objects of these Acts were : 

(») Bednction of outstanding debts so as not to exceed tw ice 
the ordinal principal, less all payments received by the creditor in 
the past. 

(«) Bednction of arrears of interest on debts uienned dwitig 
tiw panod cd' depression. ^ 

IHD String of the rate of interest for subaequant years. 


U lUyo rt ilyp. 440*41. 



INDIAN BOONOMKB 


m 


It to not posaibto hero to <lesoribe» in my detail^ tbo methods 
adopted ia all the aboFe lagtolative measures. Only tbdir oantced 
id^as may be noted :— 

The Madras Act was the moat radioaL It wiped out all arrears 
of iuterest outstanding op Oatober 1, 1937 ; only the principal 
bad to be paid. In future debts the rule of damdupai^ was to be 
applied. The maximucn legal rat© of interest was fixed at 6| per 
oant but it oould be altered by provinoiai Governments. 

The 0. P. and Borar Act provided for Debt Relief Courts in 
place of the Old Debt Conciliation Boards, and gave graded relief 
to the debtor baaed on the esUmated fall in the value of land m 
reapoot of the principal of the debt. 

The Bombay Act aimed at reducing indebtedness of genuine 
agriculturists, and provided compulsory scaling down of debts 
through Debt Adjustment Boards constituted for this purpose. 
These Boards work under Civil Courts. The reduced debt is to be 
paid by easy instalments. 

According to the U.P. Act, the creditor ia to be paid not more 
than twice the amount of the principal borrowed, minus all the 
payments leoeived by him from the debtor in the past in connection 
with the transaction under consideration. 

Debt GomiliaHofi Legislation. Conciliation involves volun¬ 
tary settlement between the debtor and the creditor, with the help 
of specially 00 istitutod Conciliation Boards. Legislation in this 
connection is largely based on the reoommendations of the Central 
Banking Enquiry Committee and was necessitated by the disastrous 
fall in agricultural prices dui*ing the Depression. The lead was 
given in this type of legislation by the C. k\ which passed the Debt 
OonmUation Act in 1933. This Vas followed by the Punjab (Belief 
of Indebtedaess Act, 1934b Bengal (Agricultural Debtors* Act, 
1936), Assam (Debt Conciliation Act, 1935), Madras (Debt Concilia^ 
tion Act, 1936) and Sind (Debt Ooaoiliation Act, 1939). 

Though differing in details all these measires have certain 
common features. Tney ail provide for the eatabli'ihneat of Debt 
OiaoUiati>a Boards of from 3 to 9 millibars, repro^eating debtors 
and creditors. Tae chairman is an offloar of the Government, 
Their iurisdiction is so netimes limited e.gr., in the Punjab, it to 
aUi. 10,600 Oo-oparative debts are exclndedi, but they can be inolud- 
cd in the G. P. and Madras with the approval of Registrars of Co¬ 
operative Societies. 

A debtor or any of his or3ditors may apply to the B mrd for 
the settlement of debts. Notice is then issued to every creditor to 
submit a statemeut of debts owed by the debtor m question. 
Hit parties then explain their case. In the Punjab and Assam 
lawyers are allowed, in the 0. P. they are not. The Board am mly 

.'l. Bair priuoipie of ih^ is iDrTufrw'3 d '"ic" 

double the sum borrowed i.s., total iatorosb paid o mooti exo jod th«) total 
^diko&pal bowowed. 
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frpt^ persuasion except in Bengal sbeie the Board can appij' eom* 
pulsion if necessary. After a settle itent is reached, it is allied 
the Board and registered. Instslments are then fixed vi^ 
regard to the paying capacity of the debtor. These nsaally rai3|^ 
over a period of 16 to 20 years. 

Bepayment of the conciliated debt is the omx of the whole 
problem. It is necessary, therefore, to devise snitable modes of 
payment. Government is not in a position to shoulder the responsi* 
bility. Land Mortgage Banks run on co-operative lines seem to be 
the best agency for this purpose. Such banks have already been est¬ 
ablished and ate doing good work in the C.P. and Madras. Through 
conciliation, debts have b« en considerably reduced in the Central 
Provinces, the Punjab, Bengal and Assam. As a result of the scaling 
down of debts and higher prices in war years, advance and payments 
of loans previously taken became a common feature. Many 
defects have been, however, discovered in the working of these 
Acts. They exclude certain classes of debts like rent debts, 
co operative debts, trade debts, etc. Illiterate debtors some¬ 
times fail to give the names of all their creditors to whom 
notice cannot be sent. Then there are fraudulent practices like false 
transfers and bogus mortgage deeds which hamper settlement. 
There is no provision in most Acts for settling debts of individual 
debtors in case of joint debts unless all the debtors apply. Members 
of the Boards are sometimes bomipt and inefficient. Such defeets 
should bo eradicated. 

(2) Regnlation and Control of New Borrowing, The second 
approach to the problem of indebtedness is to create conditions 
under which unproductive borrowing is discouraged. This means 
that the borrower should be educated so as to acquire a greatm' 
sense of responsibility and foresight. This can be done by intensive 
propaganda and gradual spread of primary education. Yillage 
Panohayats can do a great deal in this connection. 

But mere persuasion of this kind may take long to prodoea 
results. The peasant must be saved from himself. This ean 
partly be accomplished by measures to limit his credit. We have 
seen that borrowing increased after land became valuable, aiMl 
offered greater security to the lender. Credit can be reduoed, 
therefore, by putting limitations on the transfer of rights in land. 
Bolides, the temptation of the money-lender to lend can be reduced 
by restricting his power to attach peasant's property or getting 
him arrested. In addition, his system of lending can be so regulated 
that fraudulent praotices become imposBible. This can be done 
by forcing him to keep proper accounts and to keep the debtor 
informed of the latter’s liabilities by fixing a maximum rate of 
intsirest, by taking out a licence. , Such measures have been intro¬ 
duced in various provinces and if they are properly enforced 
borrowing for unpr^uotive ptirposes will be definite^ ^eouraged. 
We now proceed to oonsHer these measnies in greater detafl. 
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$* NfW Ag^dMi for Rural Cradit>^ Tbe Indian otiltiyator is in 
debt m bis income is low, ^ing in debt his credit is poor, hence 
the rate of interest is high. Low income, heavy debt, dear credit 
are a chain of eanse and ejffect. Dear credit means low income and 
again the vicions circle starts. The problem of improving the culii«> 
vator’s income must be tackled from all the various angles we have 
considered* One of these is cheaper credit. On analysis we find 
that the peasant needs long4erm, intermediate and short-term 
credit. Lorg-term credit is indeed for Introducing perma¬ 
nent improvfmfnts, purchase of more land or paying off old 
debts. Twenty to thirty years is the usual period. Shortterm 
credit is meant to provide seeds and manures, articles for persona! 
consumption or for harvesting and marketing of crops. Such loans 
are seasonal in character and are not needed for more than 6 to 9 
months. The duration of the intermediate credit is 2 to 4 years. 
It is utilized mainly for consumption purposes but it is also used 
for purchase of cattle and implements. 

The distinction between short-term and long-term credit is 
gaining ground in India in recent years. For lack of it n any co¬ 
operatives failed here, because they did not realize the need for 
lending money for short periods only. They wrongly followed the 
policy of borrowing short and lending long and came to grief. 

In a country of small holdings intensive cultivation is impera 
tirely needed. This calls for investment of much capital. ‘^What 
we need most in the field of credit today is, so to say, a system for 
better financial irrigation.^* Money is always cheaper in bigger 
centres than in villages. There is a*plethora* of funds in Bombay, 
Calcutta and other big places. Rural ar^as have not benefited 
from ^owth of modern banking in India and are starving for want 
of capital. Anti-money-lending legislation has also resulted in an 
exodus of funds from vilHge to town and, thus, increased the 
scarcity of capital. 

The Government of India could borrow cheap loans at the 
current rate of 2|% to 3% and utilize the funds for long-term 
investment in agriculture. Land Mortgage Banks could be entrust¬ 
ed with this task and conditions and rates of loans prescribed. 
Loans could be granted to cultivators for repayment of debts to 
money-lenders after these debts have been scaled down or for 
investment in knd. Measures could be adopted! to insure that 
these loans were utilized for the purpose for which they were 
granted. This policy would lead to a direct transfer of funds from 
urban to rural areas. 

Another suitable device would be to persuade Joint Stock 
Banks to supply cheap money to the peasant. These banks have ^ 
been ^>©ning branches all over the countr / during war years. This 
> to the good, but to supply credit to the rural areas these branches 


1* l^r a Miw treatment the reader is referred to the N.P.C. Beport on 
Burai Usrlcetlng and Finanoe* ^ 
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bould be m cheap as a village money^lender^e business, Brandbee 
f English banks in the conntryside have no more staff than a 
manager and a oJerk-euw^peon. Secondly, efficient credit instru« 
Tents which would be acceptable to the commercial banks and 
edieconntable at the Reserve Bank should be created, Railway 
fceipfce, crop'bills and warehouse bills would serve the purpose. 

DijBBculties inherent in the Reserve Bank of India Act itself- 
ft hich stand in the way of <Teatlon of these hills should be removed 
md the discount policy of the Bank liberalized to meet the needs 
?f rural finance. At the same time the poFsibilitics of creating some 
Dew agencies outside the present frame-work of co operative credit 
Doay 1 e considered. The y are :— 

(a) a better type of Land Mortgage Bank with more State aid. 

(fc) State banks for advaroing ltng4erm agricultural loans. 

(cl Grain banks. 

(d) Thrift Institutions of the type of Trustee Savings Banks 
Great Britain. 

9* Restrictiom on the Borrower. The most important of 
these are regtrictions on the transfer of land. An outstanding 
[example of this kind of legjslat inn is the Punjab Land Alienation 
Act of 11)01, amended in 1907 and again itj 1938. A similar Act 
was parsed for Bundelkhand (U. P ) in 1903. Restrictions on the 
alienation of land by aboriginal tribes exist in tbe C.P. and Bombay. 

The Punjab Act led to a great controversy Tvhich is still not 
entirely dead. “In aceordancf With its provisions/^ in the words of 
the Agricultural Conimission, ‘ tho chief ancestral cultivating classes 
have been notified as falling within the restrictions imposed. Mem¬ 
bers of the Notified Tribes arc grouped by districts and within such 
groups alienations are left free, subject to the ordinary customary 
kw of the tribe ; sales and mortgages bv tnen^bers of a gnuip to 
any one not such a member are restricted by the Act.^’^ The Com- 
mishion found that the Act had achieved its main object of 
rf stricting the transfer of agricultttra! land from agricultural to 
non .agriculture] classes. This was the evil in the Punjab that had 
oaljed forth the Act, 

Tbe opponents of the Act predicted many eonsequenoes. The 
value of land would be depreciated, the pro^ isions of the Act 
w^ould be disregarded or evaded, the monev-lenders’ trade would be¬ 
come impossible and the borrower would be pinched. In point of 
iact all these gloomy prognostications proved groundless/'* S'^me 
evasion, however, took place through benami transactions bv which 
transfers were nominally made in favour of an agriculturist while 
the real benefit was received by the non-agriculturist money-lender, 
‘^uch transactions were made illegal by an amendment in 1938. 
Another amendment in the same year, put tbe agriculturist money- 
oxacl/ly the same footing as the non-agriculturist money- 

K Risport, p. 420 . 

t. Oft{vert»op«oit«,36g, 
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lender. Lead now cannot be feaneferred to either In payment 
of debt* 

The moit common orltielsms of the Act are : (0 lEtefore the 
peHHion of the Punjab and crogs-migration of populations from 
East to West Punjab and back, it was claimed that it was a com¬ 
munal measure meant to iielp the Hindu against the Muslim. That 
argument has no force now. 

{ii) It has failed in its real object as it has merely changed 
masters for the poor agriculturist. Now the agriculturist money¬ 
lender (in place of the non-agriculturist one) is rapidly buying up 
his land and reducing him to the status of a tenant. It is said in 
imply that the Act was newer intended to stop all transfers of land. 
Transfers of uneconomic holdings to form parts of economic ones 
would be beneficial. Mt reover, inquiries into sales by members of agri¬ 
cultural tribes do not show that large owners are buying up small 
owners to any appreciable extent. Finally, the amendment of 1938 
pute the agriculturist money-lender on the same footing as the 
non-agriculturist one. 

(Hi) It prevents urban capitalist classes from investing money 
in agriculture thus retarding progress. “ In G^Tmany/' myu 
Darling, ‘‘rural movements owe much to men who were not agri¬ 
culturists.***^ The Punjab experience is different. Here the non- 
agriculturist landlord does not cultivate land himself and “ does not 
invest any capital in improving it.but contents himself with ob¬ 

taining the best rent he can.*’* The non-cultivating owners have 
not shown any marked interest in agriculture, beyond planting a 
few gardens.*** They seldom ciiltivate their own land, but let it to 
the agricultural tribes on rent ; “ this should be proof enough of 
tiieir own belief as to who is best to cultivate it/’* 

In addition to the restrictions on the transfer of land there are 
legal restrictions on the attachment of other forms of property. 
For instance, the Code of Civil Procedure was altered, in order to 
exempt from attachment or sale agricultural tools and implements 
and cattle necessary for tillage as well as agriculturist’s house. The 
agriculturist debtor was exempted from arrest for debt. He was 
also allowed to repay his debt by instalments. 

10. Restrieliotis on the I eodbr. Tbe restrictions on the bor¬ 
rower are in a sens*^ also restrictions on the lender, because they 
make the latter more cautious in lending when repayment is not 
easy. But there are some direct restrictions on the money-lender 
as well. They are 

(i) Provisions for the registration and licensing of money-lenders, 
(n) Regulation of accounts. 

(Hi) Limitaticm of rates of interest. 

{iv) Miscellaneous provisions. 


1, Barling, op, cit., p. 1S8, 

2, Calvert, op eit., p. 271, 

f Ibid, p. 274, 
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The pmrhmm are oo 0 tdriaeci in a nainber of Aots ipas^^ed 
by various provinces. An imporbant piece of legislation in this 
direction is the Usurious Loans Act, 1918, passed by the Oeutral 
Government. It aimed at fiaiug a maximum rate of interest. On© 
important feature of the Act was that the court could reopen old 
iranaa otions a id inquire into the equity of terms. The Agricultural 
Oommission and the Banking Enquiry Committees, however, found 
that the Act was a dead letter. In recent years it has been amend¬ 
ed by several provinces (like Bengal, Assam, C. F., Punjab, U. P., 
Madras and Bihar) with the object of making it incumbent upon the 
courts of law to reopen the account and reduce the rate of interest. 

Other laws were passed by provincial Governments with similar 
objects,^ We shall discuss them all together. 


(») Registration and [riceming of Moneg-tenders, The money¬ 
lender has to get himself registered and to obtain a licence in 0. P. 
Bihar, Bengal, Bombay, U. P. and Punjab. In case of dishonesty 
a Hcauoe can be canoalled. A money-lender not taking out a licence 
can be punished with a hue in 0. P. while in Bihar, Bengal, U. P. 
and the Punjab he cannot ask help from courts to enforce his claims. 
It is difficult to enforoe registration and lioeusmg. Supervision by 
iiispeotofs as in the U.S.A. can ensure better observation of the law. 

(ii) Regulation of Accaun!s, The money-lender has to main¬ 
tain regular account books and to furnish his debtor with a periodio 
statement of his liabilities with respec}, to principal and interest due 
on each loan. In Assam and Madras, such a siatemmit is to be sup* 
plied only on demand by the debtor. He must also foraith receipts 
of payments received by him. Fenaities ( usually loss of interest) 
are provided lor failure to keep accounts. Entry of fictitious 
amounts as debt is declared tllagal and punishable with fine in Assam, 
Bihar, Orissa and the U. P. 


It has been Seen, however, that the law is usually disregarded 
In practice by the money-lender (Punjab) and is rarely enforced by 
the debtor (G. P.). The debtor’s urgent need and his ignorance of 
his rights make the law inefieotive. 

(iu) Limitation of Interest Rates. Maxima n rates of interest 
that can be charged are fixed by legislation. Distinction is made 
kitween secured and unsecured loans. Daaeoured loans usually pay 


l. A Uafc of these xlots acojfdia / to proviaoea is givea below 
rHBS PUNJAB ; The E'galAtian ot Atojuats Ajt. ICJOj R^Uef of loilob. 
tedceea Act, 193*; Oebtora' Proteotion Act,i93S; Revistratio i 
Money-leadem Aet, 193S. 

BENGAL : Money-ienders’ Act, 1933. 

C, F : Money leuaers’ Act, 1934/ Eeduotioo of luterast Act, 19362 
fcioa of Debtors’ Act, 1937. 


U. P.t Agrioulturieta’ Relief Aat, 1934; Enou^bered B«tate« Act laiii 
H^guletion of Baiea Act, 1934. * 

A8SAM ; Money-tanaera* Act, 1934. 

MADKA8 ! Deb'ors’ Pioteotion Aot, 1934; Agriculturist!; Act Ittts 
"“BIEAE ; Money-lehdem’ Act, 193S, isJSs 

UlilBS\; Money-lenders’Act, 1939. 
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a higher rete. In some provinces (Bibar and Assam) compound inteiw 
est is prohibited. In the U.P , Government notifies rates from time to 
time in the light of conditions in the money market* In the Punjab on 
secured loans the maximum rate is 12 per cent simple and 9 per cent 
compound interest and on unsecured loans it is 18| and 14 per cent 
respectively. The highest rates are allowed in Bengal being 16 per 
cent simple and 10 per cent compound on secured and 25 per cent 
simple and 10 per cent compound on unsecured loai s. 

^*In most provinces (Assam, Bengal, Bihar, the O P., Madras, the 
D, r., and the Punjab), the principle of damdupat is adopted accord¬ 
ing to which tho total inteiest of a loan cannot exceed its priooipaL 
It is very difficult to enfoice interest rates. The lender can al¬ 
ways charge a higher rate from a needy borrower either by an 
agreement out of court or by entering as principal a sum bigger than 
is actually loaned Such abuses have already come to light in Bengal, 
the U. F. and Madras. \ igorous propaganda is needed to inform the 
cultivator of the existence of protective measures^ 

(it?) Mucdlaneous, Othor provisions relate to protection of the 
debte^r from intimidation and molestation (as in 0. P., Bengal, and 
U. P.). Others exempt his holding from attachment and sale in pay¬ 
ment of the debt—as in the Punjab, Bihar, and the U. P. 

11- Debt Legislation in the Punjab. There were a number of 
such laws passed for the Punjab combined They apply to East Punjab. 

(i) Regiilution of Accounts Act, J93 (k Under this Act the cre¬ 
ditor IS required to kee]) regular accounts and to furnish at the end 
of every six months a statement to every debtor. If ho fails to do 
so, either whole or part of the interest due on a loan and the costs 
on the Jaw suit may be disaildwcd by court. 

(ti) The Relief of Indebtedmss Act^ J934, The mam provisions 
of this Act are : (a) A person owing Ra. 250 and over can apply to be 
adjudicated insolvent. (6) Estates up to the value of Be. 2,000 can 
be summiriiy administered ue , without appointing a receiver or • 
publishing certain notices, (c) Interest is to be deemed excessive 
by the court if on secured loans it exceeds fixed limits, {d} The act 
makes provision for setting up of Debt Conciliation Boards. Tho 
procedure followed by the Conciliation Board has been detailed in 
Section 9 (c) above, (c) The principle of datndapat is accepted. 

{/) Finally, an agricultural debtor may at any time deposit in 
court a sum of money in full or part payment of his debt for pay¬ 
ment to his creditor, and from that date interest ceases to run on 
that deposit. 

{%ii) Debtors* Protection Act, 1936, This Act provides that a 
Civil Court can order the attachment and temporary alienation of 
the land of a judgment-debtor (i>., debtors aghast whom a judg¬ 
ment has been passed). For execution the proceedings are trans* 
fenced to the Collector of the diatriot who is to determiao how much 
of the land is to bo attached and for what period, not exooeim ^ 20 
years. 

Mkmtion {Jtconi Aimnimfitj Act, 1933 , This 

ASayaukar : Jt'^fovincicU O^t 
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Act dedarm Semmi iramsactions to be invalid. This fills a loop^ 
hole in the Land Alienation Act of 1901 whioh prohibited sales of 
land by an agrionlturist to a non-agtaoulturist. 

(t?) The Land Alienalion (Third Amendment) Ad, 1S89. This 
Act seeks to put the agriculturist money-lender on the same foot¬ 
ing as the non-agricultuiist money-lenders so far as the acquisition 
of land of the debtor by the creditor is oonoerned. The creditor can 
not buy the land of the debtor until three years after the payment 
of the debt in full. 

(vi) RegisiraHon of Money-lenders* Act, 1938, This Act requires 

all money-lenders to get themselvos registered and take out a licence 
on payment ol the fee that may be Falling this no court is 

t) entertain any suit t>y a money-Icmder, The Collector may cancel 
a lioenoe for a specihed period for rnalpraotioe. 

(vii) Restitution of Mortgages Ad, 1938, This Act extinguishes 
mortgages elfeoted beiore the Punjab Alienation of Land Act, 1901. 
Compensation may be paid under certain conditions. 

12. A Critical Estimate of Debt Legislation. The measures 
considered above have been variously viewed. On the one hand, 
they have been welcomed as blessings for the peasants, and, on the 
other, they have been reganled as a curse. The Punjab measures 
were called the “Golden Bills*’ and the “Black Bills*’ respectively by 
their supporters and opponents. The following points of oritioism 
deserve attention. 

(i) The greatest objection advanced against debt legislation is 
that it has led to the contraction of credit in the rural areas. The 
Statutory Report of the Reserve Bank draws attention to this 
fact. “ In areas where such bgiaiation is in force, it is 
said that the money lenders have discontinued lending except 
to old and trusted clients and have restricted their loans to a mini¬ 
mum/*^ The contraction of credit cannot all be attributed solely 
to debt lagislation. The economic depression of the Thirties was 
also responsible for it to a large degree. Even if these measures 
were responsible for contraction oi credit, it was not an unmixed 
evil. We have seen that the major portion of the rural debt in 
India is meurrod for unproduotive purposes. If thmoney-lender 
has become more cautious—and that is one of the objects of this 
legislation—unproductive borrowing will be discouraged, and the 
cultivator will learn to live vithin his means. 

(ii) Further it is objected that the measures have encouraged 
default of repayment of debt among the people. Even debts owed 
to Government and Co-operative Booieties were not paid in the ’thirt¬ 
ies, During the war years (19il9-46) the rise in i>rioes improved 
the repaying capacity of the borrower. Thus the overdues went down 
from Rs, 1P2 crores to Rs. 6^2 orores during^ this pertod.* This 
proves that the peasant is prepared to pay* if ha can. The real 
trouble is that adequate arrangements do not exist to assist 

1. statutory Keport Agiiculturd.1 Credit p. iO* 

X. Iteview of the Ca-oper**uve Aioveatt'iat m Iuiia, lUSd-tS. Agfiauhtira 
Cfodht ^ theSiaserVe Bmtxk* 



m INDIAN BCOlfOMICS 

the debtor in the payment of the reduced debts, The establish 
ment of Land Mortgage Banks can supply this need. They can 
arrange (or cash payment on behalf of the debtor and realize the 
amount in small instalments over a period of say 2t> to 25 years. 
Another way is for the Government to take over the debt directly 
and realize it (after it has bven scaled down) with the land revenue 
over a period of 20 to years. 

(lit) It is also said that in some oases the resources of the 
debtor are so meagre that he is unable to pay even the reduced 
debt. For this a simple Rural Insolvency Act is "necessary. There 
was an Insolvency Act passed in 19 *0, but it was intended only for 
debtors owing more than 500. The Royal Comuiission on Agri¬ 
culture recommended amendment enabling debtors of less than 
Rs 500 to have its benefit. This reoommen lation has been given 
effect to in the C.P. and Btrar and the Punjab and Bengal. Similar 
Insolvency provisions should be made in all the province} 

(tv) Further it is pointed out (e, g., C. P. Land Revenue Report, 
1937) that after the debt has been reduced and instalments fixed, 
the debtors find it difficult to secure new credit, until the last in* 
stalment has been paid. To avoid this difficulty the Conciliation 
Board should allow adequately for the current needs of the debtor 
while fixing his capacity to pay. 

(v) Another line of criticism is that the limit of the debt which 
can be conciliated is fixed too high in some provinces, e, 

Rs. 50,000 in the C P. and Rs. 15,000 in Bombay. This is a minor 
matter and can be set right, if necessary, by an amendment. 

(ta) Further criticism relates to the effects of debt 
legislation on the Oo-operative movement. Co-operative 
Societies, no doubt, have been given a privileged position by 
these Acts, In the Punjab, co-operative debts cannot 
be touched by the Conciliation Boards. In Central Provinces and 
Berar, Madras, Assam and Bengal no settlement is valid without the 
previous written permission of the Registrar. In Madras, the Agri-^ 
culturist Relief Act of 1938 doesiUot apply to co-operative debt. The 
reasons for the treatment are obvious. Oo-operative Societies keep 
regular accounts, and they are under Government supervision and 
they are not profit-making bodies. Moreover these advances come 
out of the common fund of members and concession to some may be 
detrimental to others. But it should be remembered that some 
advances of Co-operative Societies are bad debts and their writing 
off will be good for the movement, it will give more realistic picture 
of their assets. Hence all debts, co-operative and others, should be 
taken into account before a debtor’s capacity to pay is fiixed. 

It may be emphasized, however, that debt legislation is not the 
final remedy for the evil of indebtedness. Money-lenders’ activitiea t 
may be regulated, maximum rates of interest may be fixed, old debts 
may be reduced or aboli'^hed, but unless the basic causes that lead to \ 
the emergence of this evil are tackled, no permanent cure will be 
possiMe^ Indebt^ness will arise again. The permanent cure in- 
vdves rehabilitation and reorganization of our whole agricultural I 
eoonoiny and bmacaae in the inoome and resKmroea of the cmitivatcir, | 



CHAPTER XII 
CO-OPERATION 

h Meaning. The c esc nee of cc*operation k that isolated and 
pow^erlesB iodividuals oa», by coi»bmmg with one another, achieve 
advantages available to the rich and poMerfnl so that they advance 
not only materially but algo morally* Through co*operation they 
hope to attain ‘"the effective realization of the higher and more pros* 
perons standard of life which has been characterized as better busi¬ 
ness, better farming, and better living/' 

“ Every group of individuals/' says Strickland, “associated 
to secure a common end by joint effort may be said to co-operate ; 
for instance, a football team, a gang of robbers, or the shareholders 
of a speculative company. A century of history has given to 
Co-operation with a capital ‘O' a more precise meanii>g* It indicates 
the association of individuals to secure a common economic end 
by honest means ; it is also essential in many forms of co-opera¬ 
tion that the individuals possess a personal knowledge of one 
another." 

“The basis of association,** continues the same writar, “is (t) 
voluntary, and (if) democratic; voluntary because those only enter it 

who feel the economic need at which it aims.democratic, 

because those who feel a Teal need will be men of modest status, who, 
if only the honest are admitted, will not resent equality, will in fact 
meet most easily on an equal footing/*^ 

Thus these characteristics of a Co-operative Society are notable : 
(a) it is voluntary, (6) it is democratic and (c) the moral element in 
its aims is as important as the material. 

2. Origin and Development in India. India was faced with 
the problem of the growing rural debt in the closing decades of the 
19th century. About this time the success of small village banks in 
Germany attracted the attention of those who were anxious to solve 
this problem. The Madras Government deputed Frederick Nicbob 
Bon to study the system and his report was published in 1896-97. 
About this time Mr. Dupemex in the United Provinces, and Edward 
Maclagan and Captain Crosthwaite in the Punjab were organizing 
credit societies which could be registered under the ordinary Com¬ 
pany Law. The Famine Commission of 1901 strongly recommended 
the introduction of credit associations. The result was the passing 
of the Co operative Credit Societies Act in 1904. 

The object of the Act was “to encourage thrift, self-help and 
co-operation among agricplturists, artisans and persons of limited 
means. The societies were to be either rural or urban. Generally 

1 . Birickland -^Oa^op^afion 4n India, pp, 16- 16. 
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ipeaklitg, m thr organmaticB of niral gockties the pTiociples of 
Paiffeket) and in that of nrtan BOeietiea thoae of Sohnbe^Delitxsch^ 
(bcib pioneers of eo-opeiation in Germanj) were followed* 

Tte principles of the Raiffeisen nriodels are 

{($) Ten or more persons can form a society, (h) No shares are 
isseed ; capital is secured by borrowing money on the joint respon¬ 
sibility of all the members, (c) The members have unlimitedliability 
(d) Each society h limited to the village, so members are expected 
to know one anothtrV fioMicial condition and no person can beceme 
a member of mere than one society, (e) Ihere is no entrance fee. 
(/) The only paid member is the secretary-treasurer, (g) Loans are 
granted for productive purpofcB only and on personal security, (h) 
No dividends au distributed : on the dissolution of a society the 
reserve funds are devoted to public or charitable piirposee. 

The ptircifles of the Febulze Delitzsch model are 

{a) It believes in a large membership drawn from a wide area ; 
(fe) in the payment of the large salaries to office-bearers ; (c) in ihe 
distribution of handsome dividends ; (d\ in conducting general 

banking business; (e) in charging entrance fees, and keeping out 
persons who possess no income, (f) Its aim U more n aterialistic 
than humanitarian, (g) The liability of members is limited. 

Soon, however, certain defects were not'ced in the Act of 1904 : 
(i) It only sanctioned credit societies ; (tV) it provided for no central 
agencies for supervision and supply of capital; and (Hi) classification 
into urban and rural societies was found to be unscientific and in- 
ooBvenient. A new Act- the Co-operative Societies Act—was 
therefore passed in 1912. 

The Act of i 912 removed the deffects of the Act of 1904 as under: 

(i) Non-credit forms of co-operation affecting purchase, sale, 
production, insurance, hr using, etc , were recognized. 

(ti) New organizations for supervision, audit and supply of 
capital, were recognized : [a) unions, consisting of primary societies 
for control and audit; (/>) central banks,* and (c) proviuoial banks for 
supply of eapitai. 

(Hi) Instead of the old distinction between rural and urban so¬ 
cieties, a more scientific distinction was made between those with li¬ 
mited and those with unlimited liability. The liability of a society, 
of which the members were registered societies, was to bo limited. 
Societies which aimed at provision of credit and the majority of 
whose members were cultivators, were to have unlimited liability. 
The others were left to the oxition of the anembers. 

The Act of 1912 stimulated considerably the growth of the move- 
mf»t atJd the Madagan Committee was appointed to review the* 
pi*ogr©88 made. It made useful recommendations for future develop- 
The DQoveinent continued to make satisfeetory progress • i 
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UDd«r tjbe>B«lorin0 of 1919, 0 O'O|>er«tion bemai? a proviodal 
traoeferred aabjeot and tbe movement took rapid strides under tlw 
zealous guidance of the nev ministers till 1929. Tbe provincm paae< 
ed their own Ckt-operative Aots, 

Afte» the Great Depression of 1929 the progress of the movement 
was rather discouraging. This was a period of reform and consolida¬ 
tion rather than that of expansion. 

The abnormal conditions created by World War II have led to 
some far-reaching developments in the co-operative movement. 
There has been an over*ell improvement. Between 1938-39 and 194S- 
46 the Increase in tbe numler of societies, the number of memhem 
and the working capital have been respectively 41 %, 70% and 64%,’- 
Also the movement touched 6% of tbe population in 193^39, but 10% 
in 1945 46. The war stimulated tbe growth of consumers* stores and 
marketing societies. Many new types of producers’ soo^ies like 
weavers’ societies, milk supply unions, motor transport sooieties, 
fruit growers’ and cane growers’ associations, etc , were formed. 
The credit societies extended their functions and the movement 
manifested its niulti-purpose potentialities. Loan repayments were 
accelerated, turnover was brisk and working capital r^istm^ A 
substantial increase, though not in proportion to war-time inflation 
which means that a nnique opportunity of augmenting, working 
capital by increasing members’ deposits was lost. Thus during the 
War "with a large turnover, accelerated repayments and shrink, 
age in the over-dues, the societies gained in strength and vigour.*' 

3. Struetore of Co-operative System. The following diagram 
explains the structure of the co-operative system in India:— 

Co-operative Societies 


Primary Secondary 


( - 1 

Credit Non-credit Uniotts 


I 


Central 

Banks 


Agricultural 
or 

Non-agricultural 


I 

Provindal 

Banka 


Agricultural 
or 

Non-agrioultural 

Primary Sooieties may be thus classified 

(1) Agricultural Co-operative Credit Societios. 

(2) Agrioultural Co-operative Non-orodlt &>oietie6. 

(3) Non-Agricultural Co-operative Credit Societiea. 

(4) Non-Agricultural Co-operative Non-credit Societies. 


4. Agricoltaral Co-<^rativa Cradfit Soootioa- A primary 
agrienitnral credit aooiety can be formed by ten or more pwscow 


I. Review-of tb« Po-ojEwretive Movvnirptfiii Indis (19X0-48), p. 2. 
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(l»a:x5ioH3ln 100) by foi^ regletratmis to tlie Beglatln^ C/Co* 

operative 8coJetie«s. The area of operation ife tifitially a village to 
ensure mnttia} knowledge apd stipervifiOn on the part of memlera. 
The liability of members is unlimited to inspire confidenee in the 
intnds of t%6 outsiders and to stimulat ^ mutual control and super- 
visfon among the niembers. The working capital is derived Itom 
entranee fee«> deposits, share capital, if anv, of the member#. 8hai« 
capital is issued only in the Punjab* the U.P and Madras. Capital is 
also secured from outside by means of loans and deposits from 
Government, from other societies and from Central and Provincial 

Loan# are given to members for (i) productive purposes like (a) 
siiort-term credit for current sgrkultural operations and (b) long¬ 
term credit for permanent improvement of land; (it) for unproduc¬ 
tive purposes in moderate amounts, e gr, for marrisge ceremonies, 
etc/, and for redemption of old debts. Loans are usually given 
on personal security and sometimes on security of property, etc. Re¬ 
payment Is allowed in easy instalments. In the case of disputes, arbi¬ 
tration is provided for to discourage litigation. Tbe Kegietrsr can 
dissolve a society if it does not improve its working in spite of 
warnings. 

Every society is reqtiirod by law to build up a reserve fund to 
which all profits are credited m the CaSe of societies with no share ‘ 
capital. In tbe case of others, i5 per cent of profits is carried to fchia" 
fund. Ten per cent of the promts, if the Registrar allows, can be 
spent for charitable purposes. Accounts of the society are annually 
audited by officers deputed by the Registrar. The societies enjoy 
certain privileges like exemption from stamp duty, registration fee 
and income-tax. Their shares cannot be attached and they have a 
prior claim over other creditors. 

The management is in the hands of two bodies, i. s., the Gene¬ 
ral Committee consisting of all the members and a smaller Managing 
Committee elected by the general body. The current business is 
disposed of by the Managing Commiftee, e.gr. granting loans, admit¬ 
ting new members, etc The Genera] Committee elects the Manag¬ 
ing Committee, appoints the paid secretary, amends bye-laws, etc. 

A review of the co-operative movement since 1938-39 shows that 
the credit societies have pulled through the crisis which threatened 
them since tbe Great Df pression. Half of the outstanding loans had 
become overdue* During tbe 10 years ending 191^-40 there was a 
50% drop in fresh advances. The immediate cause of stagnation was 
tbe economic depression and to some extent debt legislation. But 
World War II changed all this. The prsition regarding overdues 
which was so disquieting, has considerably improved, tb© overdues 
jbat^infl; gone down from RiS, 112 crores in 1938-39 to Rs, 6*2 erores 
in i!N|6-46, The number of societies, membership and de|K^its have 
shown a remarkable increase* The working capita^, however, did not 
Increase much owing to decline in the amount of loans tak:en (mm 
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froTinfrifl^ %ikI tMMika. The imson for %hm )dooliiie^»«#oit>^to 

fee tfeAl reoovetiee getiar&Uy lejcoeeded the amooolj of fymkitiA^ 
Faooes* High agrioiiltarai prioes improi^ed the repaying oapaeity of 
the borrower, ifeooe Hio liijoefactioo of frozen and irreooverabie 
aesek whioh pkoed the sooieties in a definitely better jEinaiieial 
poifition. 

The iaipro\r0ati6nt has not oeau uniform in all provinces. Ben* 
gal h\» the largest number of societies but qualitatively it is dis¬ 
appointing, for 80% of the outstandings are overdue. The Punjab 
also does not seem to have fared well. There has been intense re¬ 
habilitation of the movement in Bihar with the writing off of the 
overdues and a decrease in the outstandings. The development in 
Bombay and Madras has been specially marked, particularly on the 
non-or^it side. 

The co operative movement has been essentially a credit move¬ 
ment from its very inception. But during the last 10 years there 
has been considerable diversificati >n of the functions of the credit 
societies, Even now about 85% of the agricultural societies are 
credit societies and they form 72*7% of the total number of societies 
in India. 

The owned 03.pital is only 60% of the working capital which 
shows that the element of tlirift in the movement is small and de¬ 
pendence on outside finance disproportionately large* ‘^Indeed the 
financial distributary system of oo operative credit m this country/’ 
says the Reserve Bank Review, *bs largely a channel for the flow of 
Fqnds from the well-to-do towns-people through the Prpvincial and 
Central Banks to the primary societies and thence to the numerous 
and scattered individual members of societies,”^ 

5. Agricultural Co*operaliva Non-*aredtt Socsetiet. Non^credit 
societies have not developed to the same erteat ai credit societies. 
They were about one-fifth in 1946-46. Their slow development has 
been due to a number of causes : (i) The Act of 1904 mad© no pro¬ 
vision for such societies and it was only after the Act of 1912 that 
such societies began to be formed, (ii) In other countries 
Europe and America —also the non-oredit movement develqped lat^ 
and much slower than the credit movomont, due to greater {training 
and experience being necessary for running them, {Hi) ind’^- 
trial baoknfardne^s of India and the illiteracy of people also s^ood 
in the way. (f») Finally, credit societies in many casos also took up 
non-credit functions—such las purchase of implements, seeds ^nd 
manures, etc. 

In recent years non-credit societies have shown reiiiiidkahle 
progress. Two factors are responsible for this ; 

First, inflatio ary increase in agricultural incomes leadixur to 
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iacleiiie« whioh had to seek outlets ia other direotious, SeoGudly, the 
oo^operatire soeietias were eutrusted with the task of distributing 
the essentia) supplies of sugar, doth, matohes, kerosene, etc., on 
aoeonnt of the wide preiralenoe of black* marketing and profiteerings 

Bemarkabla progress has bean made in co-operative marketing 
in Bombayt Madras, the U.P. and Bihar. The progress in other pro¬ 
vinces has not been satisfactory. The commission shops of the Pun« 
jab have not done well and the jute societies in Bengal also have 
failed. The Punjab had in 1945*46 the largest number of better far* 
ming societies* in M.adras there are agricultural improvement and 
demonstration societies. Then there are Consolidation of doldings 
Societies of which the Punjab had in 1945*46 about 2,000* Joint 
farming had been recently taken up* 

Co*op6rative movement has also been concerned with promoting 
^better living’ or ‘rural reconstruction’* In 1945-46 there were 2,350 
^Dehat Sudhar Societies' in the Punjab and in the U. P. there were 
4,000 such societies. These societies have carried on propaganda for 
oortailment of cereoioniai expenditure, dug wells, introduced better 
farming methods, established dispensaries and aduit schools, en- 
oouragcd cottage industries and settled disputes. 

Among the other forms of co-operative activities may be men¬ 
tioned land reclamation, anti-erosion measures and forest manage¬ 
ment in the Punjab, fencing and crop protection in Bombay, im¬ 
proving irrigation in Bengal, Madras and the U. P. and cattle breed¬ 
ing and veterinary aid in the Punjab. In Matsya Union 41 co-ope¬ 
rative societies have been formed among the refugees from West 
Punjab for the cultivation of 250,000 acres of land. This big step 
in the dirci^on of co-operative farming is being watched with great 
interest. 

6. Single versus iVluliipie^^purpose Society. Beoently a con¬ 
troversy^ has appeared in co-operative cirolea which de nands our 
attention. The question is whether there should be one society for 
taoUing every separate problem of the cultivator—-credit, sale and 
puroliase, improved methods and implaments etc., —or there should 
be a sii^e society which should take charge of all these problems 
over the area of a single village or a few villages together. So far 
the typical society in India has been a single purpose society, though 
some credit societies have also performed other fuaotioas like iatro- 
duotion of better seed and implements, etc., and the betterdiving 
societies also tackle the village problem in its v^anotis aspects. The 
question is whether the multi-purpose society siouli be made the 
typical society. 

The Reserve Bank of India has strongly advocated the cause 
of such societies. How the new sioiety will ocmsaboifc and 
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how it wIB its fuaotiofiSi aooorditig to the Reserve Baiiik, 

10 shown in the following extmot from one of its pnblioations : 
‘’^Starting with credit for current needs, a society may get the old 
debts of its good members liquidated through a land mortgage bank^ 
introduce better business and better monetary return by inducing its 
members to sell their produce co-operatively, ensure their growing 
of the improved varieties of crops by purchasing seeds for them, sa^e 
on purchases by arranging for the purchase of their other needs 
jointly and at profitable rates on an indent system without incurring 
any risk or liability, save litigation expenses by effecting arbitration, 
improve the outturn of crops by consolidation of holdings, supply of 
pure seeds and improved implements, supplement the income of its 
members by inducing them to take to subsidiary industries, intro^ 
duoe betterdiviag measures by adopting bye laws by common oon*- 
sent which wiU curtail ceremonial expenditure and remove insani¬ 
tary habits, provide medical relief, and so on 

Many benefits are claimed for the multi-purpose society. Greater 
loyalty and sustained interest of members; freed :»m from the evils of 
cash economy; wider area of operation hence more economical and 
efficient management; its utility in the moral uplift movement and 
the promotion of subsidiary industries connected with agriculture, 
ft can serve as a good agency for the rehabilitation of rural life as a 
whole; it will have a comprehensive understanding of all the various 
problems that the agnoulturist has to face. In any case a proper 
oo-ordmation of the various co-operative activities is necessary even 
if there are separate societies for each purpose. Multi-purpose socie¬ 
ties can do it best. 

On the other hand, its opponents raise a number of objections 
against it (e.g., Strickland at the Registrars' Oonferenoe, 1939): That 
the business ability of the villager may be overstrained; the danger 
of its becoming oumborsome in moohaaism and uaiuteUigible to the 
simpler members; failure of one ime of business may affect other 
lines. Then there are disadvantages due to the 1 irg t area of o;^e- 
rations It is held that on account of the failure ( f members to 
secure the necessary mutual knowledge and trust, an essential pur¬ 
pose of the co-operative move neat will be defeated. Moreover, a 
small village unit is regarded necessary as a training ground. Then 
the limited liability of such a society is also objected to. 

In spite of these objeotions multi-purpose societies are fiuding 
an increasing number of supporteri. The thirteenth Oonference of 
Registrars of CJo-opar i^tive Societies held at Delhi in Ddcember, 1989, 
supported them, fhe Madras Committee on Oo-oparation, 1940, alim 
favoured the idea. 

During the last 10 years, the multi-purpose societies have made 
appreciate progress particularly in the D. P., Bombay, Bonsai and 
the Q. P. and Bprar. - There, has been an all-round increase their 
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finj^aoW wiatapoe to thoir me^nbei^s, tboy arrange for the m^ket- 
ing of the menbera' produce and for the supply of sedds» manure, im* 
plemeate and other requisites includiog foodsiad^s* 

7. Non<«Agiri€iiltiiral Co-operation* Non-agrioultural oo-opera- 
tion, too, has two aspects, viz., the credit and the non-oredit* 

(i) The Credit Societies, The credit societies are generally 
found m the urban areas and are on the Sohuka^Delitxsoh mo lei— 
large membership, limited liability, high dividends, etc. 

These 80 ci«^ties have taken different forma. In Bombay and 
Madras there are Peoples’ Banks meant specially for the benefit of the 
middle classes. There are thrift and life insurance societies in 
East Punjab, Bombay and Madras Societies for employees of large 
firms and government departments have made good progress in 
Bombay, Bengal and .via iras. Their primary purpose is to pro note 
thrift, though they als grant loans to members at reasonable rates. 
There is, however, a tendency for the menaibers to borrow up to the 
maximum limit almost continuously. There are communal societies 
for the uplift of backward classes. Artisans* Societies of carpenters, 
shoe-makers, etc, on the Raiffeisen model mostly in Bombay and 
there are socioti* s for fiiotory workers providing credit, promoting 
thiift and carrying on social and educational activities among mill 
hands. There were 156 such societies in Bombay in 19f5 46. The 
Co-operative Planning Committee recommends the formation of 
such societies in all lactory areas. Societies have also been formed 
for improving the social status and eoonomio conditions of depressed 
classes. These societies, however, have not met with success owing 
to the meagre income of these classes. 

In 1945-46 there were 7,554 non-agrioultura! credit societies of 
which the urban banks are the most important. They perform al¬ 
most all the functions of commercial banks. Bombay and Madras 
have shown remarka >le dovoiopmeut m this direction, where almost 
every town has siioii a bank. By drawing off money from people’s 
pockets, they had a salutary anti-inflationary effect. They have asked 
to be freed from legal restrictions regarding loans, etc., so that 
they may be able to compete with the joint stock banks m^ra effec¬ 
tively. But the Co-operative Planning Committee does not favour 
the removal of such restrictions. 

A wrong impression seems to prevail that the co-operative 
credit movement is meant only for the agriculturists. But the non- 
agrioultural credit movement has reached larger proportions in 
point of working c i>pital and the business turnaver. Unlike the 
agricultural societies, they did not suffer any setback during depres¬ 
sion, as the fixed inoomists in towns gained from the fall In prices. 
Owing to the educated membership and larger resources th^y have 
shown higher managerial standard. In almost every res{iMt the 
non^agrioultural societies have made much better progress. As com- 
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Conmmtrs* jSoct«f»6#. tJp to World War It this form of o(M)p^. 
Tation did not make much headway. The ReserTe Bank Review 
(1939-1946) attributes the failure of the Consumers* Societies to the 
low margin of profit, higher administrative costs, inadequacy of 
capital, the lack of trained, capable and honest staff, disloyalty of 
members, insistence on cash payments, absence of central organisa¬ 
tions which could purchase goods directly from the producers for 
their stores^ etc. Other difficulties are strong outside competition 
and absence of a large class of people with fixed periodical incomes* 

World War II, however, created conditions which were favour¬ 
able for the development of the Consumers* Societies, Prevalence 
of sky-rocketing prices, profiteering and Wack-marketing compdBed 
the people to seek the assistance of the co-operative movement for 
the supply of essential requirements. Ability to pay cash on 
account of Inflation and the official control on prices removed the 
other obstacles from the way of the development of co-operative 
stores. The Government also encouraged these societies by granting 
licences and allotting quotas of controlled articles as they were re¬ 
garded as more efficient and reliable agencies for the distribution of 
these articles In Madras 26% of the card-holders were served by 
them. 

The co-operatives have made much progress in Madras, where the 
movement ha«i penetrated into rural areas and wholesale and central 
stores have been organised In urban centres. There were also in 
1945-46, 69 stores in-industrial concerns with 69,000 members. They 
have been efitaWished with the generous help of the employers and 
are expected to become permanent adjuncts to all industrial conoenii 
and form an integral part of schemes of social security for the in¬ 
dustrial labourers. The weakness of these institutions lies io the fad 
that they mainly deal in controlled articles ; 66% of their sales are 
to non-members and only 24% of their total purchases are from 
co-operative wholesale stores. 

litdusifiul One of the means for the resuscitataoo 

of the small-scale and cottage industries is to organise them on co¬ 
operative basis Since 1935 when Government of ftidia inaugurated 
a system of annual grants in aid of cottage industries, a great fillip 
was given to the formation of indu^^trial co operative societies of 
which the weavers* societies are the most important. Other some- 
ties have been formed by tanners, smiths, potters, oil pressers, bee¬ 
keepers, wood workers, etc. 

Besides, milk supply societies and unions are functioning in 
several provinces but their devdopment in Bengal, Madr^ and the 
U, P. Is specially noteworthy. There are societies reJating to jnsu- 
raneoi labour contract and transport, 
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and Boffibfty, a beglDnijog baa been uaade in tba dkeetiopDof ocMjpwi- 
tive housing. In the town of Bombay, snob sooieiies have hem orga^ 
nfzed under the auspices of the Bombay Co-operative Housing 
Association for the benefit chiefly of middle-class communities. 
Such societies are usually of two types : (a) those which buy land in 
commcn and assist members with technical advice, purchase of 
materials, etc., for building their own houses, (fr) those that build 
houses and charge rent from members to cover cost of construction 
over a long period. The Government of India assists house-building 
societies with grant of loans.^ In Bombay there were, in 1945-46, 
126 societies and in Madras 113. The urgent need for the rehabi¬ 
litation of the refugees has given a great fillip to co-operative 
housing* 

8« Central Societies. So far we have been concerned only 
with primary societies. Vow we come to the secondary societies 
which are formed to or^’anize, supervise and finance the primary 
societies. These are Unions, Central Banks and Provincial Banks. 

Membership of Unions is open only to societies, but ia the case 
of Central Banks and Provincial Banks the members may be indi¬ 
viduals as well as societies, 

(f) Vniops. Unions may be of three kinds : 

(а) Guaranteeing Unions (as in Burma and Bombay in 

the past). 

(б) Supervising Unions (as in Madras and Bombay). 

(c) Banking Unions (as in the Punjab). 

Unions are federations of societies within a certain area, manag¬ 
ed by a committee representing the member sooieties. Guarantee¬ 
ing unions guarantee loans given by the central b%nks to member 
societies. The unions perform the function of supervision of prima¬ 
ries and also serve as links between them and the central financing 
institutions. 

(f<) Central Co-operative Banks. The central banks have been 
organised since the passing of the Co-operative Societies Act, 1912, 
to finance the primary societies and to act as their balancing centres. 
Such banks make it possible to draw capital from a larger field for 
the benefit of primary societies. They also help in adjusting and 
balancing the excesses and deficiencies of working capital of primary 
societies, within the area of their jurisdiction. Besides fiuancing the 
societies, they do other banking business like accepting deposits, 
oollecting bills, cheques, etc. In some provinces they also advance 
Joans to individuals against real property. 

Central Banks may be mixed or pure. Membership of mixed 
central banks is open to individuals as well as to sooieties, but the 
pure type is a truly federal central bank, and admits only socioties 
as members. The mixed kind are more suitable to Indian conditions 
at present but the pure type should be the ideal Pure types are 
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During the laf»t ten years there h»« been a general improve* 
ment in the financial position of the central banks due to war condi* 
iion^ although their mimber has remained stationary at fiOO. The 
position regaiding overdoes has improved and deposits and working 
capita! have increased. As demand from the societies for advances 
iras not snflScient to absorb the large funds at the ditposal of the 
central banks, they have intensified their commercial banking funo* 
tions. An encotiraging development in recent years has hmn the 
tendency to eliminate individual members and to increa&e the nnm* 
her of society members. The central banks have taken to pon-credit 
activities, e.g., helping in the grow more food campaign and in the 
distribution of foodstuffs and other consumers’ goeds at fair prices. 
All provinces have not made uniform progress. In Madras, Bombay 
and the Punjab the progress has been good, in Bengal position is 
almoet stationary and in Bihar it has considerably deteriorated, 

(Hi) Proffind'fl Co-operatipe Banks, They are apex banks which 
finance, co^^ordinate and control the working of central banks in each 
province. They serve as clearing houses of the excesses and deficien* 
cioH of the working capital of central banks. They rve, moreover, 
as a link between the general money market and the co*operative 
t rimary societies in the villages Generally speaking, the apex bank 
does not deal directly with primary societies hut through central 
banks, except in areas where central banks have not developed. 
The constitution of provincial oo-oporative hanks also varies in diffe¬ 
rent provinces. In Bombay, Madras, the C P. and Berar, Bihar and 
Assam the membership is open to societies and individuals; in Bengal 
and East Punjab only societies can become members. Their finan* 
cial position is, on the a hole, much sounder than that of the central 
bankSf 

The main features of the working of provincial co-operative 
banks during the last 10 years are, increase in working capital due 
to heavy inflow of deposits, stationary nature of outstanding loans 
due to satisfactory recoveries and investment of swollen surpluses in 
government and approved securities. Besides their normal banking 
activities, they have also taken interest in other co-operative acti¬ 
vities, such as linking of various co-operaiv© organisations to¬ 
gether and financing the supply and distribution of foodstuffs and 
other neo^saries to combat black-market operations. It is suggested 
that with their considerably strengthened financial position, the 
provincial banks should explore new co-operative avenues instead of 
venturing into commercial banking too far. 

The need for an all-India Co operative Bank was stressed by 
the Madagan Committee, Bui rinee then opinion in this regard liaa 
imde^ne a change, due to superfluous resources being available 
^h the banka, the accommodation available with the 
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ImiKTial Bank and other hanhs and due to the fact that co-opera^ 
thn is now a provincial subject and needs development on indepen¬ 
dent lines acoordinir to local conditions. Moreover, spontaneous 
provincial inter-lending has developed, afsisted by the Indian Pro¬ 
vincial Oo*operative Banks Association. Finally, the need for an all- 
India apex 1 ank is not so great now because of the establishment of 
the Reaex ve Bank of India. 

9 * Long^^term Credit and Land Mortgage Banks. The agrxcul* 
culturist requires long-teim mdjt principally for two needs, *. e., 
for settlerrent of old debts and for land improvements. 1 be Gov¬ 
ernment gives loans for land improvements undertheLandloDprovo- 
ments Loans Act, 1883, but such loans are inadequate. Moreover 
this does not provide for loans for settlement of old debts. The co¬ 
operative society cannot provide long-term credit. Its resources are 
limited and cannot be locked up for long periods. Bence the need 
for the establishment of Land Mortgage Banks. 

A Land Mortgage Bank is an institution which gives long-term 
loans on the security of land mortgaged with it. 8uoh a bank may 
be organized as a co-operative bank, a non-co*operative bank 
or a quasi co-operatfve bank, the last combining features of a 
co-operative and a commercial institution. Most of the Indian hanks 
are quasi-co-operative. The co-operarive type is the ideal, but in 
order to attract business talent and larger amounts of the capita! 
from bigger capitalists, non-borrowing persons are allowed to hold 
shares and limited liability is introduced. Valuation of land is effect¬ 
ed by trained officials lent by the Government and loans require the 
previous sanction of the Registrar. 

In organizing land mortgage banks care should be taken that 
the constitution and working should be simple and the management 
efficient. The State can ensure their success m many ways : by giving 
guarantees for the repayment of principal and interest on debentures, 
by purchasing a portion of debentures, by granting special facilities 
and privileges similar to those enjoyed by co-operative societies, etc. 

The credit for the establishment of the first co-operative land 
mortgage bank goes to the Punjab, where such a bank was establish¬ 
ed in 1920 in Jbang. These hanks have not proved successful in the 
Puniab. “.Jbe success of hnd mortgage bank,"' says the Reserve 
Batik*8 Review, '‘depends"to a considerable extent on accurate assess¬ 
ment of the value of the land offered as security and the annual re- 
paying capacity, adjustment of loans and the terms of repayment 
tbereto and the recovery of the insialments punctually.'*^ 

The existence of the Land Alienation Act, according to some 
critics, has contributed to the failure of these bank®. Add to this 
th0 default of the directors and honorary workers, who were them¬ 
selves large borrowers. 

1. Besarve Bank Eeview, op. cit. p. S9. 
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A real beginning of land mortpge banking in India was made 
in 1629 vitb (beedtabbabcnaat of Land Morigjiga Bank in Madrta. 
A central instiiucion of tbta type wad eatabhabed. in Bombay in 1 25. 
Madras stiU boids the prtde uf plaoe with 119 land mortgage banks. 
The Keserre Bank KeTiew (i9d9-l94b) thus sums np the poaitian : 

in spite of ics vast agnouitural population, India has not had a 
snooesafnl land mortgage banking structure, i'he land mortgage 
bank moveuent has laded at the plaoe of its birth, the Punjaa. 
It has either failed or remained iu a moribund oondtuon in several 
other provinces like the U.P. and Barar, Aj ner, Orissa, tbo U. P. and 
Bengal. The only province in iadia which has made a maik in land 
mortgage bankmg is Madras.” 

Daring the Great Depression land mortgage banking receiv¬ 
ed some hiiip as agriculturat prices, and oonse |uently land values 
had fallen and the agiioulturists needed assistance. But during the 
last 10 years there has bean reversal of these conditions. The agri- 
oulturists have experienced a measure of prosperity; there haie 
been even advance repayments of debts, further, tbe Deot > on- 
oiliation Boards by scaling down the debt and providing for easy 
instalments of repayment, have reduced the need lor borrowing. 
Hence the land mortgage banks which have so far confined their 
activities to debt redemption do not seem to bave any bright future. 
It is therefore necessary for them now to turn to the iiaanoing of 
schemes of land improvements i.e., bunding, fencing, sinking weiia, 
purchase of costly machinery like tractors, etc. 

(It should be particularly noted that land mortgage banks have 
seriOTS limitations and too much should not be expected of them. 
First, it is not possible for them to transter to themselves the 
entire burden of agnouitural debt. Secondly, suuh banks can only 
reduce tbe burden ol debt; they cannot remove it altogether. Unless 
the agriculturists themselves act prudently and curtail their un 
productive expenditure it is impossible to save them from the burden 
of debt. 

10. Reasm Bunk and Agricoltural Fiaaaca. The Reserve 

does not directly rinanoe agricultural operations on account of 
tbe great financial responsibitiiy on this central iastitutioa and the 
risky oharaoter ofagriouiture as a bosiaess. iaitrectiy, however, 
the Bank is doing usetul work by oreating oohdiiioai favourable for 
fi. T,«n«ing of agriculture, by giving expert advice and by publication 
of useful literature relevant to the problem of agricultural co-ope. 
rative finanob. Thus— 

(i) Tbe Reserve Bank of India Aot (1934) aUows the Bank to 
sell and rediscount agriooitural bills aud promuwory..notes endorsed 
by a Bobeduted bank or a provinmai co-operative bank, drawn for 
tlto purpose of finanoiag seasonai agricultural operations^ 
of evopk, and matoring within mile mnatltt, . 
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{%%} It i» farther authomed to make loatia aad adfsnoon far 
90 day^ to proTinoial co-operative baaka, and oentral landmortg- 
age oauks (declared to be provincial co-op native banks), and 
throngb them to co-operative central batiks and primary land mort¬ 
gage banks, against speaifiei aecantios, piz., Oovernment paper and 
certain approved debentures and approved promissory notes* 

(in) The Bank has established an Agricultural Credit Depart¬ 
ment whose function it is to study all questions of agricultural credit 
abd ofier expert advice to Government and Co-operative Banks, and 
to CO-ordinate the operations of the Bank in connection with 
agricultural credit and its relatione with provincial co-operative 
banks and any other institution engaged in agricultural finance. 
This department has issued a number of bulletins on the working 
of co-operative movement in certain localities and has published an 
Alblndia Review of the Co-operative Movement. 

This is a useful work, but a considerable weight of popular opi¬ 
nion would like to see the Reserve Bank less conservative in its 
policy towards agricultural finance. Ko doubt the Bank cannot 
supply normal finance to any of the credit aGencies* It should come 
into the picture as a lender in the last resort, when ordinary sources 
of commercial credit appear inadequate for seasonal demands of busi¬ 
ness. The Bank does issue instructions and advice to co-operative 
banks by issuing circular letters from time to time. So far so good. 
But popular view would like to see the Bank giving more direct 
and adequate help to agriculture through co-operative agencies. 
For instance, the Bank does not grant at present any cash credit faci¬ 
lities to co-operative Banks. This is regarded by some writers as 
uitra conservative view. It is also suggested that the scope of 
the functions of the Agricultural Credit Department should be ex¬ 
tended, and early steps should be taken to bring the indigenous 
bankers directly within the orbit of the Reserve Bank. 

11. Achievements of Co*«operatioii. The co-operative move¬ 
ment has been subjected to the searchlight of oritioism by various 
writers, committees and commissions. The achievements of the 
movement and its possibilities have obtained high praise on the one 
hand, and, on the other, the movement has been regarded by some 
writers as an utter failure, to be liquidated at the earliest moment. 
Among the achievements claimed for the movement are : 

{%) That it has led to an all-round reduction in the rates of 
interest in the rural areas. 

(ti) That it has encouraged the habit of saving and investment, 
(m) That it has led to a decrease in oonsumptioa borrowing. 

(iv) That it has contributed to a better morality and an in- 
dependence of outlook among the oultivators, 

(^) And, finally that it has created an increasing interest in 
rutsl matters in the minds of urban capitalists and workers. 

1^0 ihU the critics of the movement reply that many of the 
l^lts ave qnalkativ^ add hence difficnlt to ntsascira, and thai^, 
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eron if snob rdsolto h»7o beau aohierad, they ai^ aasoolated only 
with the beat a'>oi 0 tie 8 , the aanber of vhioh is not great. On tb» 
other hahd, they emphasize the fact that the oo-operat ve more* 
jnont in India has been almost exoliisirely oocupied with the prob* 

]. rn of rural credit, and even in that field its aohievemetite are not 
very remarkable. JBven an official body, like the Ontral Banking 
I nquiry Committee, had to admit that “there is very little evidence 
al out the reduction of total indebtedness through the agency of the 
CO operative credit societies, fur they are not in a position to finance 
the agriculturists adequately for the discharge of old debts.” The 
various Provincial Banking Enquiry Committees also noted that 
only a small percentage oi the current needs of agriculture . sup* 
pli^ by co-operative societies. The movement has only touched a 
small proportion of the total population of India. “ All that has 
been done amounts only to a scratching of surface” (Sir M. 
VisvesvaTayal). 

This criticism contains a substantial element of truth. But con* 
Hidering the limitations under which the movement has developed 
in this country, it has made remarkable progress and has resulted 
in a lasting benefit to the Indian peasantry. Owing to cheapness of 
credit that it has made available, it has resulted in savings for the 
agriculturist which are estimated at about one orore of rupees. It 
hf>s restricted debts by establishing a system of controlled credit and 
has weakened the vicious system of money-lending, that used to 
prey upon the ignorance of the peasant. Non credit side of the 
movement is also receiving increasing attention, and it has confer¬ 
red considerable moral and material benefits on the rural classes. 

12. defects of the Movement- This, however, does not mean 
that serious defects do not exist in the working of the movement. 
Among the alleged defects' are :— 

(o) Want of due supervision ; (6) undue delay in financing ; 

(c) financing more on the basis of assets than on paying capacity ; 
(i) indiscreet loans ; (e) contumacy of borrowers ; (/) unpunctu- 

ality in repayment; (g) restriction of loans to a few favour^ indi¬ 

viduals ; (4) dishoaesty and iacompetenoe of Qjverament, bank 
and bo^ty offlotaU : (») bad selection of members ; (J) mem¬ 

bership spread over too large an area ; (i) oonoealment of old 
debts ; (0 faulty constituciou ; (»») iuiernal diiseusions ; (») in¬ 
adequacy of funds; (o) preponderating infinenee of oue or a few 
members ; and (p) general lack of interest of .nembers in tbe affairs 
of the somety. 

Farther the diffioulties of the movement have beeu iuoreassd b^: 

(t) The tendency to offioiaNze the moyetnhat too mil oh, add 
leave too iittie to private initiative ; 

(it) the eagjBriieSa of tdo enthnstastio orgattlzeYs to ranh' the 
pace of the novemeat at the expwose of intensive davalopment ; 
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(Hi) app^iitiaa of moaey-Ieaiiag 0 U 31 , trhioh ha» baen 
growiag itx persiatoaoe ; 

(iv) a iow of tbe membera moaopoUziag the work and learing 
too ittUe room for tbo lao^satire of ottioTA ; and 

(v) abase of power in the oolleottoa aud d&stributjon of funds. 

A fundamental defect of the Movement is that element of thrdt 
js very small and hence depauienoe on external sources of finance 
is disproportionately large. 

The above^given defects and dangers are merely symptoms of 
the basic shortooming—t.e., the aosence of the oo*operati?6 spirit. 
In vVestern oouatnes much mure is expected of co-operation than 
mere material w’eil.bemg through the supply of credit and other 
needs of tue farmer, it is expected to transform the whole human 
being, his personality, character, attitude to the community and 
attitude to lile/*^ (Jo-operation m India has failed to achieve any¬ 
thing of this sort. VVaat is the reason I The basic reason is that 
there are certain ojuditions which are necessary for its success. 
These conditions are present m countries where oo-oporation has 
worked successfully ; they are absent in India. 

13* Lines of Reiorm. Ihe most remarkable results have 
been achieved by 00 operation in Denmark, where, as has been 
pointed out by Sir John Hus'ieil, “the four essential conditions “of 
success are all present :— 

^1) Ihe village population is homogeneous ; there is nothing 
corresponding to caste distmcUons. 

(2) the cuitivalors are ali literate. 

(3^ People's High Schools teach the cultivators better living both 
in the borne and the village and inculcate ideas of corporate res* 
ponsibility. 

( 4 ) The co-operative societies are mostly trading societies, 
taking over tue produce from the cultivator and selling it for him. 
As depositors the members provide a substantial part of the funds ; 
it is their own money that is lent to members, and in consequence 
each borrower feels himself under the necessity of repayment.*'* 

These conditions are absent in India and wa have to create 
them. For one thing oo-operation short of wholesale socialism is 
the only hope of our rural masses. That co-operation can succeed 
in this country is evident from cartaia excellent results achieved 
by sjme provinces, especially m the nou-oredit held, Gottou aud 
gur sales sjoieties of Bombay, oonsoliiatioa of holdings societies of 
Kast Punjab, sugaioane supply societies of the Gaited Prov'mo^s 
and Bihar and irrigation soci ;ties of Bengal can bear oomparisan 
with the best of their kind in the worlds 


Certain immediate reforms have been suggested by the Agricut - 
loiiml Credit Department of tht Reserve Ban^ of India* 
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(») Scaling down of OTcrdnec and eiroBgiiig for theh paymenb 
by means of inatalmeBts ovet* a period of years. In the meaniime 
fresh finanoe should be supplied for oultivation and other neoessary 
expenses, preferably in kind,^ 

(h) Societies should build large reser'ves by increasing the margin 
between borrowing and lending rates in order to enable them to 
tide over unfavourable seasons and to meet unexpected losses. 

{Hi) Loans should, as far as possible, be given only for produo* 
live purposes, though care should be taken that too much rigidity 
in this connection does not throw the cultivator at the mercy of the 
money-lender. 

{iv) Reconstruction of the primary credit society to make it a 
nuHi-purpose society. 

(e) Primary societies should be federated inio small Banking 
Unions (as at Kodinar in Barcda State), so that the functions of 
finance, supervision and e dueation, which are now in the bands of 
a number of agencies are concentrated in the hands of one agency. 

(ui) Special attention should be given to the development of 
co-operative marketing of agricultural produce. 

(vii) The central and provincial cooperative banks should be 
reorganized. ** The larger and unwieldy central banka should be 
split up into suitable banking unions, even if the central co-operative 
bank is to he retained/* The central banks should guide and assist 
the primary societies in their operations and the training of the 
members in the principles of co-operation. Similarly, the provincial 
banks should pla\ a larger part than hitherto in the guiding of 
the movement. These central institutions, moreover, should maintain 
adequate liquid reserves and should establish closer contacts with 
first-class commercial banks, to be of greater service to the primary 
societies and the movement as a whole. 

(utfi) Finally:, arrangements should be made for intensive train¬ 
ing of the staff of the co-operative departments in the principles of 
co-operation, rural economics and hanking.^ 

The Co-operative FI mning Committee advocates an element of 
compulsion and positive and vigorous government guidance and 
control which, according to some, offends against the root principle 
of co-operation which stands for democracy and autonomy. 

14. New Trends and Future Possibilities. We are now in a 

position to indicate the general trends and the future possibilities of 
the movement. 

An important trend is the shifting of the emphasis from the 
credit activity to the productive and distributive functions or to its 
multi-purpose potentialities. Also, the consumers’ movement is 
getting strong especially in Madras. This is mainly due to the condi¬ 
tions created by the war. Again, the military and civil needs of the 

X. Besorvft Baak*s EevJeir, op. cit. pp. 16-17. 
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romtiiry dtrritjg the war led to the hlrth of maojr n^w types of pro» 
dticfrfi* fccictke ai}d the ftiereloo Of the old oOes, wealreri^ 
societies, toiik topply OOioBfi and sooietief, caoe^growers' soeietles 
aid several others for cottage mdostries. Ftirthet, the noovement fe 
ioohiBg op as h evident from the merease in the number of societies, 

. membership, deposits and loan operations and redoction in overdoes 
itHd the non ler of societies under liquidation* Finally central banks 
Hlw inclining towards commercial banking. 

There are immense possibilities for the establishment of societies 
for the improvement of prcducticn, marketing and for the promotion 
of subsidiary occupations and the elimination of the costly chain of 
middlemen. With the removal of controls, the marketing societies 
can help in sf curing a fair piice lor agricultural pioduce. There is 
room for the n ultiplicaticn of ghee societies, milk societies and fruit¬ 
growers* aef ociations. There is also a good scope for societies for 

f oultry fanning, hee-keeping, fruit canning, leather, hardware, silk, 
orn and bone industries as well as for paddy husking, oil pressing, 
soap-making, glassware, toy-making, etc. The central banks ^ve now 
ample funds to promote many-sided co-operatjve movements. The 
land mortgage banks finding no demand for advances for debt re¬ 
demption can DOW play a fruitful role in promoting small scale 
irrigation works and mechanized cultivation. There is a bright 
future for co-operative housing societies as there is a serious shortage 
of accommodation. Transport co operatives and labour co-operatives 
too offer a good field and so also co-oporative insurance. So far 
credit has touched only one a«»pect of cultivators’ life. We must now 
turn to other aspects by starting multi-purpose societies. Co-opera- 
tion should be used as an instrumeot of democratic planning in free 
India. 

Sttggestioiis for Fiirtber Bonding 

1. Maclagac Committee Report, 1914. 

2. Agricultural Commission Report, 1928. 

3. Central and Provincial Banking Enquiry Committ<^’ Re¬ 
ports, 1929-1930. 

4. Reports of Provii cial Committees on Co-operation, especially 
Madras Report 1940, The Punjab Report by Wace, 1939, and 
Bombay Report by Mehta and Bbansali, 19:]7, 

5, Report of Gadgil Committee, 1944. 

6. Report of Co-operative Planning Committee (Saraiya Com¬ 
mittee), 1945. 

7. Reserve Bank Review, 1939-1946. 

8. Statistical statements relating to Co-operative Movement iq 
India, 1945-46 (Reserve Rank Publioations). 



CHAPTER XHI 

THE STATE M RELATION TO AGRICULTURE 

L iMrodiictioii* What part dcMss the play in x^ktioti 
to I&diw agriculture ! In every country the State has to perfoito 
the basic functions of preserving law and order, safeguarding rights 
in property and enforomg of contracts. Without such protective 
aoiivities no economic life is possible. We have already discussed 
some of the functions the State performs in relation to Indian agri¬ 
culture, apart from the above basic functions. The State has 
constructed huge irrigation works, extensive roads and railways ; it 
provides credit for agricultural improvements, though ou a limited 
scale ; it has initiated, and it controls and supervises, the co-opera^ 
tjve movement; and it has passed many legislative laws for the 
f^rc^tectiou of the tiller of the soil from the moneydender and the 
landlord. Moreover, through its Medical, Public Health and the 
Veterinary Departments, it seeks to preserve and improve the health 
of the agriculturist and his livestock. With reference to the latter, 
tt has established and maintained special cattle-breeding farms to 
improve the breeds. The Education Departments also do their 
little bit to spread literacy in the rural areas. There are certain 
activities of the State, however, that still remain to be discussed, and 
discussed with a certain amount of detail. 

{a) Activities in connection with the improvements in the methods 
of agriculture* They are undertaken primarily by the Provincial 
Agricultural Departments with valuable help from the Central 
Government agencies and institutions. These involve (») agricultural 
research, with regard to seed, manure, implements, pests dis- 
ea<^ea, etc.; (*♦) agricultural education, aiming at producing agricub 
tural research workers, officers for the Agricultural Departmente 
and practical farmers; and {in) popularisation of results achieved 
through research by propagauda, distribution of seeds and impte^ 
ments, etc. 

(ft) Rural Reconstruction. This activity has wide scope involving 
both official and non-official effort. It aims at raking the material, 
mental and moral level of village life as a whole. It brings, through 
suitable agencies, to the door of the villager* in a practical form, the 
benefits that the Various beneficent departments of the Government 
can confer on him. 

(c) Famine Relief Policy. This aims at the relief of distress 
among the rural classes arising out of the failure of crops due to 
failure, scantiness or untimeliness of rainfall or any other reason. 

(d) Land Revenue Policy^ This concerns primarily not what 
the State gives to agriculture, but what the State demands from 
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it. Bat it may have a relief aspect, when daring periods of agri- 
culiural distress the State may reduce, suspend or remit the land 
revenue charges. 

2 Agricultural Policy. Eor a long time the policy of Government 
of India towards agnoulture has been one of apathy and drift. The 
East India Company was interested in commerce rather than agti* 
culture. After the Mutiny, when the drown replaced the Company the 
main objective of the British policy was administrative ooneolida- 
tion rather than economic regeneration. A series of severe famipes 
that occurred in India in the last quarter of the I9th Century roused 
the Government to the need of locking into the ills of Indian agri¬ 
culture. The Famine Commissions of 1880, 1898 and 1901 spid the 
Irrigation Commission of 190^ made constructive suggestions for 
the improvemout of agriculture in India. But the Government policy 
was mainly confiLcd to palliatives like revenue remission, famine 
relief and taocavi loans. Report of Dr. J. A. Voelcker of the Royal 
Agricultural Society in 1889 drew pointed attention to the problems 
of Indian agriculture and also to the measures that ought to be 
taken to tackle them. 

^ In the beginning of the pre>ent century the Government seems 
to have abandoned its attiiude of passivity and was prepared to 
play a more positive role as is evidenced by the passing of the Co¬ 
operative Act in 1904, the establishment of the Central and Provincial 
Departments of Agriculture m 1905 and the constitution of AlUndia 
Agricultural Service m 1906. Since 1919 when agriculture became 
a provincial subject, the Central Government confined its activities 
to ‘^superintendence, direction and control*" of the work of the pro¬ 
vincial governments. But as finance was a ^'reserved"* subject the 
agriculture ministries were not able to do much. After the advent 
of [>rovinciaI autonomy in 1957, the mmisters evinced lot of enthu¬ 
siasm but in most of the provinces the ministries were shortlived, 
and they confined their attention to problems like tenancy reform 
and protection of debtors and little was done for the improvement 
of agricultural operations. On the whole the governmental activities 
in agricultural sphere have produced little impression, for the t ital 
Government exj^etodiiure in the improvement of agriculture is ludi¬ 
crously small, considering tho area under cultivation in India and 
the number of people involved. World War II has brought the 
agricultural problem to the forefront. Our pitiful dependence on 
foreign food supplies has aroused our Government m never before 
and determined efiorts are being made to meet this menace Food 
production and procurement have become top priorities and gigan¬ 
tic irrigation projects are under way in almoat all provinces in addi¬ 
tion to the work which is being done m the prosecution of the 
‘‘Grow More Food"* campaign. Our problem is to convert agricul 
ture from a deficit to a surplus economy and thus to rehabilitate 
this ancient and vital industry. Freedom from want can wait but 
wt freedom from hunger. A new orientation of agricultural policy 
is needed in which the Central Government mast play a far more 
active part than it has don^ hitherto. 
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Owr trouble all along has been that from the Beforms of 1S19 
onwaida, while the main responsibility of agricultural development 
was being ebifted from the Centre to the provinces, the main expand** 
ing sources of revenue were being preserved for the Centre, while the 
provinces had to rely on those sources of revenue (mainly land 
revenue) which had very little scope for expansion. In fact land 
revenue burden had to be reduced if the burden of taxes was to be 
distributed equally. No wonder, therefore, that the Provincial 
Oovernirents could do very little to stimulate agricultural progress* 
The most they have done in recent times ib to adopt certain pro¬ 
tective measures to save the tenant from exploitation by the money- 
le?j,der, the landlord and the middleman. 

An event ot great importance for the sgriculturist during the 
period between the two wars was the appointment of a Royal 
Commission on Agriculture, It is necessary to know something 
about this Commiesion. 

3. Ihe Royal Commission on Agriculture* A Royal Cominis- 
jHJon was app<dntc<i in 1926 ** to examine and report on the present 
conditions of agricultural and rural economy in JMtisb India and to 
make recommendations for the improvement of agriculture and the 
promotion of the welfare and prosperity of the rural population and 
ui particular to investigate-— 

** the measures now being taken for the promotion of agri¬ 
cultural and veterinary research, experiment, demonstration and 
education ; for the compilation of agricultural statistics; for the 
introduction of new and better crops and for improvement in agri¬ 
cultural practice, dairy farming and the breeding of stock ; 

** lb) the existing methods of transport and marketing of 
agricultural produce and stock ; 

** (c) the methods by which agricultural operations are financ¬ 
ed and credit afforded to agriculturists ; 

'* (d) the main factors afibcting the rural prosperity and wel 
iare of the agricultural population; and to make recommendations/* 

The problems of land revenue and land tenure were excluded 
from the scope of the Commission's inquiry, although these are 
among the basic problems of Indian agriculture. The Commission 
issued a comprehensive report in 1928, 

The recommendations of the Commission cover a very wide 
6eld including subjects like sub-division and fragmentation of bold^ 
uigs, improvemenb of livestock, irrigation, marketing, co-opers»tion, 
rural e4«icaiion and rural reconstruction. Generally speaking the 
aim of the recommendations has been to bring about greater efflci-. 
<5ncy throughout the whole field of agricultural production. In 
order to render the bu.dness of farming more profitable to the 
cultivator, the Commisaion emphasised the necessity of widening 
the outlook of the peasant and stressed the importance of Govern¬ 
ment initiative in promoting agrioolturai progress. One of their 



INDIAN ECONOMICS 


im 

basic 8iigge«tiotis was that *Hke rural problem should be k^cMed as a 
Ufkoh in all its various aspects simuManeoualy*\ A very importaat re- 
coiBmexidatioi:i of the Eoyal Commission was for the creation of the 
Imperial Conncil of Agricultural Eesearch. 

4. HiB Functions of Provincial Agriculture Departmenti* The 

work of improving agriculture is ma nlf that of the provincial 
governments, the Central Guvernment being merely a co-ordina¬ 
ting agency furnishing the necessary drive, guiding and directing 
the provincial governments. 

The main functions of the provincial department comprise the 
supervision and control of (a) Agricultural Ekiucation, (b) Agricul¬ 
tural Eesearch, (c) Demonstration and Propaganda, (d) Technical 
improvements, and (e) Dietribution of improved seeds, implements 
and artificial manures, etc. 

Let ns consider these functions in some detail* 

5. Agricultural Education. Instruction in agriculture i im¬ 
parted at different levels. At the primary stage agricultural viae i« 
sought to be given by means of nature study. Jn Bombay agricul¬ 
tural middle schools have been opened to impart practical training in 
agriculture and the trainees are expected to go back to the land 
after completing their course. In some provinces like East 
Punjab, agriculture is taught as a subject in vernacular middle schools 
and the high schools In East Punjab there is also a provision 
for F. Sc. in agriculture. Advance course in scientific agriculture 
is provided in the agricultural colleges at Poona, Coimbatore 
Nagpur and Kanpu’*. The counterpart of Lyallpur College (W. 
Punjab) has been started at Ludhiana in East Punjab. Post¬ 
graduate training in agriculture is impart d at the Indian Agricultural 
Research Institute, New Delhi. These colleges have provided staff 
for administrative posts in the agriculture department ; in very few 
cases have they produced the modem farmer. 

Agricultural colleges impart agricultural education both theo¬ 
retical and practical They also carry on research on agricultural 
problems, either independently, or under the guidance of the Indian 
Council of Agricultural Research, if the subject is of alllndia im¬ 
portance. The research relates to the evolving of better varieties 
of seed from the point of view of yield and resistance to disease and 
drought, pests and disease to which crops are subject, better 
implements and manures, etc. The results of this research are then 
tested on experimental farms, attached to the colleges or the re¬ 
search institutes. 

I 

6. Agricultural Retaarcfa^ We have already seen how, on the 
recommendation of the Royal Commission, the Imperial Council of 
Agricultural Eesearch was established in 1929 “to promote, guide and 
^^, 0 -ordmate agricultural research throughout India, and to link it 
with agricultural research in other parts of the British Empire and 
iXt foreign countrie.s.*^ It acts as a clearing house for scientific 
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information. This Council worker thfoagh two organs : (n) a Govern¬ 
ing Body to manage the funds, eto,, and other affairs and (b) an 
Advisory Board to examine proposals for research and submit them 
to the Governing Body. 

The Coiin<dl makes grants for specific purposes to universities 
and provincial Departments of Agriculture for research along 
approved Ihe Council usually does not uniertake direct 

investigation but in two cases it has undertaken direct control. They 
are (i) »he coht of production espactially of cotton and sugarcane and 
{if) Btamtioal control of amcoltural cxpeiiments. Several ^schemes 
of the Council have been carried out through the various institutions 
and insfitutes. Tn the words of the Ru'^sel Report, **A vast amount 
of primary work extending <jver a wide range h^s been accomplish 
ed/' The Report recommended that **a stage h now reiched wsen 
a reorientation of the ^.'ounoirs activities s^»ould be considered. ’ 
The great need of the hour is fuller uso of existing knowledge 
rather th^n the accumulation of mere knowledge for work on the 
cultivators* fit id rather than in the laboratory/* 

Following the recommendations of the Russel Iiep>rt, the 
(Council of Agricultural Research has undertaken an examination of 
the methods of dt^rnonstration and propaganda at present in use. It 
has iiuw put forward a scheme known as the‘‘project method** which 
aims at putting across a whole group of tested improvements simul¬ 
taneously, instead of one item as hit icrto, and to observe the com- 
hined effects of all these on the cultivators* income and on the land# 
The improvements will be oirried out by the cultivator himself under 
the supervision and guidance of Government officials Shirala project 
in the C covering 300 acres aud e ti bracing about ten villages is ona 
such project which involves the us^* ot the iK-st metfiod ot 3ultiva»» 
tioii, best seeds, manures, irrigation, drainage, measures against 
pests, marketing methods, best livestock and the fullest 

application of the co-oparative principle. 

A monthly journal is punlit^hed by the Council for the disseimna* 
lion of the results of research. 

The Council has done Useful work in improving rural life and 
in making Indian agriculture and animal husbandry more paying. 
It has organised co-ordinated research and subsidked village project 
schemes embracing all important aspects of agriculture and animal 
husbandry. Regional Committees have been set up to focus atten- 
lion on problems of regional importance 

By spending about Rs. 1*!^ crores it has evolved Improved 
strains of rice, wheat and other cereals during the la^t 20 years 
which have yielded a return of about Rs. 20 erorea. Evolu¬ 
tion of a purple variety of rice has successfully met the menace of 
rice weeds and led to tremendous saving which in Ohattisgarfa 
Division of the C. P. alone has amounted to 20,00,000 maunds of 
paddy. Reasonably rust resistant types of wheat have been evolved. 
The wheat rust has devastated large areas and the annual loss is esti¬ 
mated at Rs. 6 crores. As for millets, 20% increase in the yield of 
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jowftr and 30 per cant in bajra has been obtained. Work has been 

miiiated^ lo reapQct of maize too. <Vilt resistant varieties have been 
evolved in pulses and selected varieties of grams have yielded 10*30% 
increase over local variety. Schemes for the production of fruits in 
anumber of provinces have been subsidized. Investigations have 
been conducte d with organic and inorganic mamires^ farmyard 
manure;^ oattle dung, compost and oihseeds making 5,000 trials on 
various crops. Ammonium sulphate has increased the yield by 70 
per cent in the U.P, and Kashmir; maximum increase has been in 
(uUcakes t?&. J10--I90 per cent; a heavy application of green manure 
(60 ^80 Iba. Nitrogen) has given in certain cases over lOl) per cent 
increase. 

More than 100 schemes covenng all aspects of animal husbandry 
m progress. The main emphasis has been on the control of 
diseases, the chief being the rind^^r pf^st. Methods of irp^^unjxa* 
^Ipn are being extensively used. Disease investigation oflioers 
have been engaged in all provinces and States. A complete 
veterinary survey has been conducted. Parasitic diseases received 
early attention. A devastating sheep disease called ''Oillar* has 
been auooesafuUy located by a simple method. Basic information 
concerning animal feeds also has been collected. It has been found, 
for example, that feeding value of rice is enhanced by washing and 
that fish and bonomeal can be used in our climate with impunity. 
Aquatic and monsoon grasses have also received attention. It has 
been established that unbalanced diet is more injurious to animals 
than adverse climate. Research in cattle breeding has resulted in 
the production of improved sires. Breeding research in sheep has 
been directed tolthe production of finer wool. Poultry breeding 
research has shown that Western birds can be acclimatized and pro* 
duotion and yields to local birds can be increased by cross-breeding. 

Research in dairying has resulted in the production of vegetable 
rennet, manufacture of case in and lactose as a cottage industry. 
Methods of neutralizing high acidity of ghee by the use of lime and 
of detecting adulteration of ghee with vanaspati have been discover¬ 
ed. A simplified and improved ghee boiler and improved village 
utensils have been designed. 

Research has been directed towards obtaining knowledste con- 
eerning indigenous varieties of bees, their domestication and 
exploitation in the wild state, so that improved methods of bee¬ 
keeping can be taught to the villagers. 

A cheap dressing of hides and tkins has been discovered. 

The Council has carried out schemes to improve the ©eonomio 
and nutritional conditions of some villa 2 :ea. Suooessful experiments 
have been conducted in mixed farming and dry farming. Tfc has 
improved the system of agricultural statistics and crop forecasting. 
Governing Body of the Council in its I8th meeting held in 
D^t on 3l8t January, 1949, made several important decisions re¬ 
garding fundamental principles of agricultural research including 
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reorganitotion of researeh on regional basis, a eomprehenaive plan 
of Girop cutting survey to estimate crop yields, model schemes (if 
research on agronomic, varietal and manurial trials to assess 
optimum yields and sotting up an Information Bureau to collect 
and disseminate information on results of research* 

When all is said it has to be admitted that the achievements 
of agricultural research have been very disappointing* In the words 
of the Russel Report : “ In view of the fact that Indian experiment 
stations have been functioning for so many years it seems at jfirst 
surprising that so little of the work done lias found its way into 
the general body of agricultural science as expounded in standard 
treaties/'^ The laboratory has failed to establish a living and 
organic link with the field. Unless ‘The stream of knowledge is duly 
canalized bo as to fertilize the actual fields and farms/' its research 
work m of little tise. There ia a divorce between the farm and the 
laboratory which prevents any fruitful use of the results of research. 
Hence Letter and vigorous publicity is needed. In the second place, 
research is being conducted in an isolated fashion and there is little 
ro-oniination. “As in our agriculture, so in our agricultural, research 
‘fragmentation’has been the bane/’^ Another defect is that little 
attention is being paid to the economic aspect of agricuitural research* 
Unless methods suggested are paying and their application is 
within the means of the cultivator, the research is of little avail. A 
close co-ordination is also needed between agricultural research and 
(economic research. Also closer collriboraiion is required 
betw€='en the technical expert and the economist. For in¬ 
stance, investigation into food crops must be conducted in oonaulta- 
tioii with human nutrition experts. Above all, as the Food Minister 
Mr. Jairamdas remarked while addressing the iBth meeting of 
the Governing Body of the Council, Resoa.roh should be inspired by 
a sense of relevance and urgency in view of the serious food situation** 

7. Development Commission. The Ru**Bel Rcfiort has further 
recommended that a Development Commission, which could be 
combined with the Council, should be set up. The CommiBsion should 
plan large-scale improvements and suggest ways of raising the stan¬ 
dard of living in the villages. It should take up the following 
problems:— 

(а) Soil conservation, deterioration and lorn from soil exhaustion, 
soil erosion, salt and alkali. 

(б) Crop production, especially the plaaning of cropping schemes, 
the balance between cash, food and fodder crops, the fusion of ani¬ 
mal husbandry and agriculture, the improvement of grazing land* 
the taking of action on the results of marketing and other economic 
inquiries, 

(cj The exploitation of discoveries or processes of commercial 

I* Huaael Keporfc p. S, 

S. HaoavaU and Aojaria : TM Indian Burat ProbUmt p. 101, 
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importftiK^. Th© Oommiasion should bridg© th© gap betweou th© 
laboratory and the faotory, and give iuformation and advtoe to tb© 
oommereial body undertaking the work. 

(d) The multiplication and distribution of seeds of approved 

varieties ct crops and t»-©es. . 

(e) The improvement of village roads. 

8. Eemonitration and Propaganda* The ne^ct step after re¬ 
search is tn demonstrate the result on the model (or df moastratioo) 
farm or on the cultivator’s own field. It is also necessary to carry 
mt a sustaiBed and vigorous propaganda in favour of the new method 
when its success has been demonstrated under the very conditions 
in which the cultivator lives. The improved seed is produced on a 
large scale in Government farms or is purchased from private produ¬ 
cers. Similady, modern implements are manufactured under Govern¬ 
ment supervision. Then arrrangements are made to supply seeds, 
implements and manures to the cultivators through stores or depots 
maintained by the Government at convenient places. Co-operative 
Societies are also used as a medium of approach to the cultivator. 
Farmers* weeks or fairs are organized by the department and agri¬ 
cultural assistants tour the countryside, carrying the message of 
science to the remote villages. 

9. Technical Improvements. Introduction of improved varie¬ 
ties, control of pests and diseases, irrigation, prevention of soil 
erosion^ better tools and implements, better rotation of crops and 
the use of more fodder crops with a view to obtaining nore farm¬ 
yard manure are some of the technical improvements effected in 
Indian agriculture through official agencies About 89% of the total 
area under eugarcan© and half of that under jute are sown by itiu 
proved seed. Marketability in the case of commercial or cash crops 
and nutrition value in case of food crops are the guiding principles, 
A nutrition expert has been appointed who serves as a liaison officer 
between nutrition laboratory at Coonoor and agricultural research 
stations at Delhi, It is necessary to pay more attention to the cul¬ 
tivation of fruits and vegetables, especially the cheap varieties to 
suit the pockets of villagers. Subsidiary industries connected with 
fruit preservation and the making of jams and pickles may also be 
encouraged. 

Iiot of pioneering work has been in the direction of oorxtrolling 
peats. For this purpose time of cultivation or soil conditions may 
be changed, resistant varieties may be introduced or the pests may 
be destroyed chemically. Laws have been passed in India against 
importing insect-infected plants and for taking 'measures against local 
pests. The evil has not yeth^en mastered. Sir John Russel sug- 
gej^ted action ^by the Central Governmept for the eradication and 
conisroUing of pepts. 

As for irrigation, car© has to be taken against water-logging as, 
in the words of Russ^el Report: “Behind every large irrigation scheme 



THB STATE ra BltATIOK TO AORICULTOBB m 

there lurks the speetra of the alknH problem/’ The Agrienltoral 
Dapartments io oo^operatioo with the Eorest OepartmeBts are trying 
to tackle the serious problem of soil erosiou which occurs uot 
only in regions of heavy rainfall but also in dry regions. Efforts arO 
bcifig made to provide better manures and fertilisers. The Govern¬ 
ment has its own fertilizer factory at Sindri. India’s need in this 
connection has been estimated at 350*000 tons. JNew tools and im¬ 
plements are being designed and the introduction of improved 
ploughs has made fairly rapid progress. 

iO. The Results Achieved. The Provincial Agricultural 
Departments and the Council have done useful work in connection 
with agricultural improvement. This woik relates to introduction 
of batter varieties of crops, improved methods of cultivation and 
manuring, batter methods of harvesting and handling, measures 
taken to deal with locusts, operations in the production and lige of 
protective mra and cattle improvement, encouragement of consoli¬ 
dation of holdings, improvements as regards soil management and 
the use of fertilizers, etc. 

The most important work, however, relates to the improved 
quality seeds of the various crops The latest available figures 
show that the area under improved^varieties of crops in British India 
u about 10 per cent of the total sown area. In the Indian States 
this parcentage is only 1*3. But the percentage varies considerably 
as regards individual crops, tbe highest percentage being in the 
case of sugarcane and jute. 

According to Sir Bryce Burt, ex-Vice-Chairman Imperial 
Council of Agricultural Research, the achievements in this connec¬ 
tion during the decade following Agricultural Commission, were^:— 

(0 The average yield of cotton in the quinquennium 1932-37 
was 108 lbs. per acre as compared with 96 and 96 in the two pre¬ 
vious quinquennial periods. As for the change in quality in the 
three years 1927-28 to 1931-32 short staple cotton, i.c., below 7/8^' 
formed 76 per cent, of the whole and medium-staple 26 per cent 
while in 1938-39 tbe figures were : short staple 63 per cent, medium 
staple S2| per cent and long staple 4| per cent. 

(it) In tbe case of jute in 1937-38 the area under department 
tal varieties was 1,763,000 acres out of a total of 2,889,000 acres. 

(iii) The remarkable expansion of the groundnut crop has eon* 
tinned and India is the world’s largest prc^ucer and its second ex* 
porter, despite the enormous internal consumption. The crop has 
spread from 8,000 acres in 1900 to 9 million acres in 1937-38* 

(is) In respect of sugarcane, about 80 per cent of the total area 
was brought under improved variety by 1939, and the estimated 
production per acre expressed as ffur increased 1*1 tons in 1927*28 
to 1*4 tons in 1937-38. 

l. Paper read beforelTlomi meeting of tW XadicTauSTBum Beotio^ ol 
the Eoyal Society of Arts end the East India Aesooiatlon on tSth 
June. Quoted by Nanavati end AnjaHa» op. oit., pp, SS-SO. 
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(i?) A« for rice in 1937-38, the area under improved variettee 
bad reached 3,759,000 acres compared with 634,000 acre® in 1927-28* 

{vi) Progress in wheat production can be seen from the faol 
that the total area under improved varieties just fell short of 7 
million acres mark in 1937-38, this being nearly one-fifth of the total 
area. 

(mi) The tobacco industry, which was in its infancy in 1929# 
now employs about 2,500 flue^curing barns* Some 85 per cent 
of the total requirements of the Indian cigarette factories were pro¬ 
vided by Indian-grown leaf in 1938 and an important export trade 
has now developed. 

These are impressive achievements, but in view of the immense 
possibilities, they only touch the fringe of the problem. As we have 
seen, only one-tenth of the cultured area is under improved varieties. 
India spends only 1 Jd, per head of population on agriculture. This 
comes to less than Rs. 70 per 1,000 of population.^ No 
wonder th^ pace of development has been slow. Some writers re¬ 
gard this as inevitable under the circumstances. “Having reijard 
to the small holdings, to the poverty and ignorance of the Indian 
peasant and the variability of the seasons in India, it is not possible 
to achieve large results quickly.^ The basic conditions of agri¬ 
culture thus require a fundamental change. “Indian agrioultuie,** 
according to Brij Narain, “needs a fundamental reorganization. 
Our experience during the vorld crisis suggests that the problem 
of Indian agriculture is too difficult to be solved by agricultural 
research and improvement. No real progress is possible without 
radical chansjes in the 85 ’^stem of land-holding and the method of 
cultivation. Further, Indian agriculture cannot be modernized 
anless means are found to divert surplus labour in» the villages to 
manufacturing industries.We fully subscribe to this view. 

11. Rural Reconstruction. What %$ Rural Recomtruclion t 
Rural Reoonstraotion or Rural Uplift, as it is sometimes called, 
ts a movement for the rehabilitation of Indian rural life. It has 
a material, an intellectual and a moral aspect. Materially / 
it seeks to improve the health and raise the standard of 
living of the agricultural classes. The former is achieved by 
encouraging better sanitation and by the provision of medical 
aid. To realize the latter, better methods of cultivation, 
finance and marketing are popularized. As regards the mental or 
intellectual aspect, educational facilities are provided for boys, girls 
and a lults. Information and instruction are also made avatlabls 
through the radio, the cinematograph, and lectures and demonstra¬ 
tions by touring parties The moral aspect, however, is the most 
fundamental. It seeks to av^aken the will of the villager, to make 
him conscious of the value of his personality and individuality* It 


1 . TbH, p. 01, 

% 6ladgi) s Indu&trtal volution in Tndia^ p. ttl. 
|i Brij NarMn t India Before the <7mts, p, 141 
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aims at creating In him the desire for self-improvement and aelt* 
discipline by iiniividaal and collective action. The object is to 
free him of the inhibitions that are obfitrntticg the way of his self- 
realization. It seeks to release his pent-up energies by removing 
defeatism, superstition, baseless fears created by centuries of ^ 
pression and oppression. In a word, it seeks to change his entire 
outlook on life. 

The Genesis of the Movement, The varicus departments 
of Government, Agriculture, Co-operative, Irrigation, Forest, Veteri¬ 
nary, Education, Health and Medical, had been trying in their ov^n 
way to help the countryside in matters falling within the respective 
jurisdiction of each. It was found, however, that the officers of each 
of these departments, acting more or less in water-tight compart- 
mentSi were not able to produce in the villages any urge for pro¬ 
gressive action. Too many agencies confused him, their prescrip¬ 
tions, sometimes confl'oting, did not inspire confidence. Ho was 
not made to see his problem as a whole. He regarded them as 
periodic visitors, the agents of a far-off Government, who were to be 
welcomed, fed and given a respectful send-off. It was a case of too 
many cooks spoiling the broth. 

It was realized, first vaguely, and during the last economic 
deprersion more definitely, that if adequate and lasting results 
were to be achieved, the village problem which was the problem of 
poverty, ignorance, illiteracy, dirt, disease and general apathy, 
must bo tackled simultaneously as one problem. The Royal 
Commission in 1928 had already expressed the view that inertia 
of the centuries is to be overcome, it is essential that all the resour¬ 
ces at the disposal of the State should be brought to bear on the 
problem of rural uplift and sustained effort should be made by all 
those departments whose activities touch the lives and surroundings 
of the rural population.”^ 

12, Rural Reconstnictiou in the Punjab. It is to Mr. F. L. 

Brayne, I.O.S., that goes the credit of starting the Rural Uplift 
Movement on a mass and organized scale. His first experiments 
Were made in Gurgaon district of the Punjab, while be was 
Deputy Commissioner of that district. He introduced there the 
idea of a village guide in each village, who was to act os a channel 
through which advice of experts in various departments would pass 
on tf> the villagers. The scheme did not produce results according to 
expectations. As Mr. Darling pointed out,® the village guides were 
'^hurriedly selected,” ‘insufficiently trained” and ‘‘inadequately 
supervised.” On account of their extreme youth, they failed to 
command any influence with the villagers. Moreover, proper atten¬ 
tion was not paid to the study of details of locfid conditions. 
There was too much intensive but crude propaganda and too little 

I, Report, op. oit,, p. 80. 

S. M. L DsrHug t BiMtiewt Loquitur^ pp. 121-2S, sad pp. 1S6-SS. 
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real teachmg* Thus very little of permanent value was aohleveO* 

The Bural Beconstruotion movement gathered great momen¬ 
tum during the period of the recent eoonomio depression. In the 
Punjab the services of Mr. Brayne were utilized for this purpose, 
and ho was appointed Commissioner, Bural Reconstruction, in 
October 1933. In 1935-36 the Government of India announood a 
grant of Es. 1 crore for distribution to the provinces* to be spent 
on eehemos of economic development and improvement of rural 
areas. This gave considerable stimulus to the Rural Uplift move¬ 
ment in the various provinces. The movement, however, was con¬ 
ducted with the greatest vigour in the Punjab under Mr* Brayne 
as Commissioner, 

The programme chalked out by Mr* Brayne aimed at the follow* 
ing practical steps; 

(а) Health : 

(1) The provision and utilization of pits for waste and rubbish 
of all kinds and the cleamog and keeping clean and tidy of every 
village, compound and building, be it house, office, school, place of 
worship, resii ence or stable. 

(2) Cleanliness of person and clothes, particularly of children, 
and the teaching and practising of clean and sanitary habits. 

(3) Two ventilators each for every inhabited roonsu 

(4) Complete vaccination and revacoination. 

(6) Control of malaria by making it impossible for mosquito® 

^ to iu any pool, drain, hole, borrow pit, or colleotioo of 

water in any building, compound or village or along the line of any 
public work. All such depressions not used for washing or drinking 
purposes must be either filled, drained, or treated with oil or Pari® 
green. 

(6) Provision of trained dais, 

(б) Farming: 

(1) Better seeds, particularly for wheat, cotton and sugar cane, 

(2) More attenth n to the land in the shape of bo ter implc** 
ments, better methods, more ploughing and weeding, new and more 
profitable kinds of crops, sowing cotton in lines, control of insect 
pests, levelling and embanking of fields in hilly and undulating 
country* 

(3) The improvement of cattle by making the buying and 
keeping of an improved bull the fashionable thing for a country 
gentleman to do. 

(4) Control of cattle diseases by segregation of cattle coming 
from fairs and other villages. 

fc) Miscellaneom : 

(1) The abandonment of the custom of boring holes in child¬ 
ren’s ears and of putting gold or silver ornaments on children. 

(2) Tbrifti saving and cutting down of all unnecessary and 
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nnproduotivo expenditure, partieularly on litigation and faetioi^ 
quarrels, social ceremonies, ornaments and drink. 

(3) Outdoor games and healthy recreation both for children 
and grown-ups for improvement of health and for the occupation of 
spare time. 

(4) Girh’ education, as the only permanent basis of all happiness 
and progress in town and village alike. 

The means of attaining the ends were laid down as follows :— 

(1) WelLorganisBed publicity to spread the knowledge of what 
has to be done* 

(2) Better schools, provision of playgrounds and gardens, 
better games and physical training, insistence on the practice of 
cleanliness and on the teaching of health knowledge. 

(3) All forms of aasociatiDn, co-operative and otherwise, that 
can be used to bind people together for their own betterment. 

Tlie work was actually done on these lines and varying success 
was achieved under different heads. But the movement wa<i not 
spontaneous. Brayne admitted that ‘‘this work is being done 
practically entirely by official inspiration, drive, persuasion and 
even order/’ If Government’s special efforts ceased, all progress 
would come to a standstill and the results already achieved would 
vanish. 

To quote Brayne sgain: ‘‘To achieve permanence, properly super¬ 
vised village organizations are required and to achieve spontaneity 
and to assist permanence, the work must be made part of normal 
Village life ” The oo-oparative societv, the village panchayat and 
the bigger landlords must create in tlie minds of the mass of the 
village the desire to improve their position. Unless that desire is 
created no improvement can be lasting. 

The rural reoon«»truotion work has now been transferred to the 
Co>operative Department in the Punjab. A special Assistant Registrar 
lias been put in charge of it. The work is carried on through Better 
Living Society. 

13 Rural Reconstruction in other Provinces The governments 
of other provinces also undertook activities on similar lines. A few 
words may be said about each of such provinces. 

(a) VniPd Provinces. The Congress Gov<.rnment in the U.P. 
appointed a special officer for rural reconstruction work. A Provincial 
Rural Development Board was created with the heads of the nation- 
building departments as members. The programme is carried on 
by District Rural Development Associations, Rural reconstruction 
units consisting of fifteen villages each are constituted. The work 
is done through the agency of Better Living and Better Farming 
Societies and the Panchayats. Their main activities consist of distrb 
bution of better seeds and implements, improvement in breeds of 
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•ftttle, development of cottage industries, improvement of village 
•anitation and water supply and building of better p 7 nchapat*g^(irs 0 

A distinctive feature of the scheme is the training of women 
workers at the Fyzabad Women's Welfare Training Camp* They 
get instruction in girl-guiding, welfare work, handicrafts, care of 
children, etc. Selected women teachers are sent for training to 
this camp. After their training these teachers organiae welfare work 
among village women. 

(6) Sowthcty* In Bombay the Rural Reconstruction Departix ent 
was first combined with the Co-operative Department, later the two 
departments were separated. Rural development was partly put 
under the District Collector. Propaganda work was entrusted to the 
Agricultural and the Co-operative Departments. A Provincial Board of 
Rural Developooent was created for guidance and advice. Its member* 
ship, in addition to a few nominated non-officials, consisted of the 
Registrar of Co-operative Societies and the Director of Industries 
with the Minister in charge of Rural Development and Agriculture as 
chairman. Four committee?i were appointed to facditate the Board s 
work : (a) Agriculture and Livestock Committee ; (6) Training and 
Propaganda Committee; (c) Committee for Cottage Industries; 
and (d) Committee for Backward Areas. District Rural Development 
Boards were created to help them. The main agencies for develop¬ 
ment work are Taliika Development Associations, Better Farming 
Sdoieties and other co*operative agencies. Their work consists of 
distribution of better seed and implements at concessional rates, 
improvement of cattle breeding, extension of dry farmii g methods, 
development of cottage industries, improvement in sanitation, sup¬ 
ply of medical aid and care of backward areas and tribes. 

(c) West Bengal There Is a separate Department of Rural 
Development under a Director of Rural Rrconstruction. The work 
is carried out by Union Boards, Village Upbft Societies and Better 
Living Societies. The work consists of felling jungles ; repairing 
roads, construction of drains, distribution of quinine, cleaning of 
water hyacinth, distribution of seed and sinking of tube-wells. In 

I the main, rural reconstruction aims at improving living conditions, 

I raising standard of diet, providing amusement and recreation and 
encouragement of cottage industries. 

(d) Madras. In Madras rural reconstruction activities are 
looked after bv District Boards. The agency is the village pancha- 
yat. The main activities consist of improvement of sanitation, 
communication and water supply. An important feature is subs’dized 
rural dispensaries. Other actlvit’es are distribution of better seed, 
better implements and construction of village godowns, 

(e) Other Provinces. Among the other provinces Bihar, and 
Am^m are worth mentioning in this connection. In Bihar a 
Ll^ral Development Department wsa established in 1938. Four 
model centres with 20 to 30 villages each were started in each 
division. Intensive rural development work is carried out in them. 
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TrainiiDg te given in these centres to organizers to start work in new 
centres* Tb© co-ordinating body is the Provincial Bnral Develop¬ 
ment Advisory Board consisting of the heads of the nation-buildin| 
departments. 

Work on similar lines is being carried on in Indian States like 
Cochin, Mysore, Hyderabad, Baroda and Kashmir. 

14. Agencies of Work . Officiah The rural reconstruction, 
organization and activities follow similar lines in the various 
provinces and the Stales. There is the controlling agency oonsisting 
of a separate department or portion of a department. Advisory 
Boards are formed of the heads of nation-building departments. ^ 
There are supervising agencies which may consist of Distiict Boards, 1 
Union Boards or Taluka Boards according to the local admimVtra- \ 
tiv© machinery. Actual work is carried on by various kinds of 
co-operative societies like better farming and better living societies. 
In some cases village panebayats a?e becmi ing an important 
agency of work. Finances are provided mostly by the Government^ 
in some cases by panebayats also. 

Non-O^cial Agencies* Much useful work is also being done by 
certain non official agencies of which the most important are tw 
All-India Spinners’ Association, the All-India Village Industrii^ 
Association, the Servants of India Society and the Christian 
missions. Among the other agencies may be mentioned Go Seva 
Sangb, Sriniketan at Bolpur (Bengal), Adarsha Seva Sangb, 
Sir David Hamilton’s work at Gosaba (Bengal), and the various KisaU 
Habhas in the provinces. These organizations specialize in on© 
aspect of the work. For example, Christian missions prorrote 
education and Sriniketan seeks to inako the villages look mora 
beautiful. Then there are associations which work for the uplift 
of the aborigines and the depressed classes e.g. Bhd Seva Man ial, 
the Dang Seva Mandal and the Harijan Seva Sangh. These 
associations have done commendable work, though in some cases 
political motives vitiate their activities. 

Results. The various organizations concerned with rural ret on- 
Ft ruction have been doing much constructive work in connection 
with supply of good seed, improved implements, improvement of 
breeds of cattle, encouragement of cottage industries, improved 
sanitation and encouragement of primarv education. Their re¬ 
ports make a very impressive reading. There is no doubt that 
good work has been accomplished in certain directions and in 
certain localities. But this work has not brought about any s gnifi- 
catit change in the oondit ons of the village and, what is more im¬ 
portant, in the outlook of the villager. There are various reasons 
for this meagre achievement. 

In the first place, India is an enormously big country with 
diversities of all kinds, physical and social. The forces of oon- 
aervatism and inertia arc too strong to be overcome within a 
short period. 
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CHAPTER XIV 

FAMINES AND FOOD PROBLEM 

!• IiilriMitictiM* Catil the reeeni calaoiHy that inrolv^ed 
Bengal, it was a common saying that since the begiirming of the pre-* 
sent century famines in India *'are no longer food famines, but are 
only money famines/' This meant that provided money was put 
into the hands of the people by giving them employment or charity 
there was no fear of Etarvation* This was so because food could 
be transported to areas of scarcity from the four corners, not only 
of India but also of the world. 

In normal times this would be true even now. The Bengal 
famine waa due to eortam special circumstances created by the war* 

Famines have been known to India from times imroemoriah 
During the Hindu period famiru s must have occurred though re* 
cords are not available to give us any details about them. 

During the Muslim period several famines visited the Owmntry, 
four of them being very severe* The first was ui 1343, during the 
nf Mohammad Tughlak. During the reign of Akbar there 
waw fearful famine which raged all over the country for three or 
lour Years. UnderSbah Johan, one of the greatest famines ever 
rroorded in history visited India, Another famine followed during 
the time of Aurangzeb. 

During the rule of the East India Company (1760 1857) there 
were twelve famines and four severe soarcities. The most impoitant 
famines occurred in 1770, 1784, 1802, 1824 and 1837, On the whole 
the attitude of the Company was determined by commercial consi¬ 
derations. 

In 1858, India passed under the rule of the Crown, Bt^tween 
that date and tfao end of the century there weie several famines, and 
it wm during this period that the policy of famine relief was evolved 
and perfected. The chief famines of this period were i860—‘ 

North-West India, (2) 1805—“Orissa, (3) {8(8—Kajputana, (4) 
1878—Bihar, (5) 1876**78“—South India, (6) 1806*97—Bombay, 
l^fadras, Central Provinces, (7) 1899 1900—Bombay, C. P., Berar 
Nizam’s Dommions and Central India. 

2, Famines, their cautes and cure. The apparent causes of 
famine are the failure of rains or drought, floods, locusts and plant 
dneases, Indian agriculture is said to be a gamble in the rains. If 
the rain is either too little or too much, famine conditions may b© 
expected to prevail. Reckless cutting of th© forests has result^ in 
irequent floods in several parts of the country causing a widespread 
damage to crops. Further, plant diseases, too, take a heavy toll. 
The wheat rust wiped out almost the entire crop in Central India*. 
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in 1947* When looctsts latinoh their attack, they practically 
nothing* In the face of theee adverse natural factors^ the Inoia® 
p^^ent feels utterly helpless* 

The real and the fundamental cause of famines in India is 
nomio backwardness of tbe people. India euffcrs from poverty 
which knows no parallel in the world. We have no reserve and no 
power of resistance or staying power when famine comes Basmally 
it is a money famine rather than a food famine. 

What u ihe remedy ? The remedy against famine indicates all 
the measures needed for the rehabilitation of Indian agriculture. 
In particular we must adopt effeoiive flood control measures, lur- 
tfaer* tbe whole countryside must be dotted with a net of major 
and minor irrigation works so that the bulk of the cultivated area 
is put under perennial or assured water supply. If the weather 
forecasts may be improved something may be done against an ap- 

{ >roach of inclement wetther. The menace of locusts should be 
ocated and mastered before it raises its ugly head. In the modern 
scientific world it should not be difficult to fight successfully against 
crop diseases and blights. But unless the demon of poverty is laid, 
nothing really eflfective can be accomplished. 

3* Evolution of Famine ReUef Policy. From the point of 
view of the famine relief policy the famines of 1865, 1876-‘78,1896-97, 
and 1899-19C0 were the most important. 

The Orissa famine of I860 induced the first great and organized 
effort to combat distress through State agency.^ 

But it was after the Great South Indian Famine of 1876-78 that 
the first Great Famine Commission was appointed under the chair¬ 
manship of Sir Kfchard Strachey. The recommendations of this 
Commission formed the foundations on which the famine relief 
policy was later on based. The principles of famine relief, as 
laid down by the Commission, w ere :— 

(1) That employment should be tdven on the relief works to the 
able-bodied at a wage sufficient for support, on the 
condition of performing a suitable task j 

(3) that gratuitous relief should be given in their villages or in 
poor houses to those who are unable to work ; and 

(3) the food supply should be left to private agency, except 
where that was unequal to the demands upon it ; and 

{A) the land-owning classes should be assisted by loans and by 
general eus pension of revenue in proportion to the crop 
failure. 

On these principles provincial codes were drawn up and were 
tested by the famines of 1896-97 and 1899-1900 and were amended 
according to experience. 

In the meantime in 1878, the Government had instituted e 


1. Indian Year Book, 1941-42, p 273. 
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Ffttnind l0suranoe Craat of t| orora a year to be ptovid«d itt 
the EBoual budget* **Tho first obaf|;e oa this great was famine relief, 
the fieoond proteotire works, the tliird the avoidance of debt/'* 

The famine codes were applied in the famine of 1896-97* The 
success attained in relief was the greatest so far* The Famine 
Commission under Sir James Lyail that reviewed the poaition after 
this famine^ lecommeuded rehef for special classes like weavers and 
hill tribes ; they laid down rule for managing charitable tunds, 
advocated free grant of gratuitous relief* They favoured the exten¬ 
sion of decentralised relief works* Before the people could recover 
from this famine, another very severe famine broke out in 1899 and 
continued in 1900. * 

In 1901 reported another Famine Commission under Sir Anthony 
MacDonell. The Oommihsion emphasised the importance of ^morid 
strategy’, or putting heart into the people. They recommended assist¬ 
ance by taccavi loans as soon as the danger was scented; early sus* 
pemsion of laud revenue, a policy of ^prudent boldness* involving pre¬ 
parations for a large and elastic plan of relief, constant vigilance and 
full enlist meat of non-official help* They also emphasized the nece- 

of tackling the fodder • problem and thus saving the Cattle. 
Furtherj they recommended starting of co-opei stive societies and 
extension of State irrigation in the form of protective works* 

8iJo by side with the development of the famine relief policy 
the iState has taken measures for protection against famines* Out of 
the Famine Insurance Grant, already spoken of, protective railways 
and protective irrigation works have been constructed. 

4. The Famine Relief Fund. Under the Act of 1919 the 
1 rovincial Governments were re(|uircKi to institute a Famine Eebef 
Fund by annual assignments from their revenues. This Fund was 
mveated with the Central Government which paid interest on it." 
It was available for expenditure on famine relief under specified 
conditions. Under the Act of 1935 there was no provision for a sepa¬ 
rate Famine Kelief Fund. Some Provincial Government, however, 
instituted new Famine Relief Funds which are invested in securities 
of the Central Government* 

In the meantime **th© Indian People’s Famine Trust ", estab* 
Hshed in 1800 when the Maharaja of Jaipur gave a sum of Rs. 16 
lakhs, increased in volume. Within a few years due to private 
philanthropy it stood at Rs. 28 lakhs* During 1934, it increased 
further when the invested balances of the United Provinces Famin© 
Orphans* Fund were transferred to it. The income from the inveat- 
ttient of this Fund is utilized for relied work whenever neoessary. In 
recent years, due to the change in the character of the famines, the 
Fund has been used to relieve distress due not only to fadure of rains 
hut also to floods and earthquakes. 


l* la ih*n Tear Bock, ctt. p* Z7©« 
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5. The Preftnl System of Relief* A few words may now be 
fflaid abouti tbe system of famine relief that exists at present. A 
oOmplete machinery exists now in the hands of the Government to 
tackle a famine when it arrives. A careful watch is kept on What 
are called ^signals* of approachinsc famine, viz,, failure of rains, wan* 
daring of cattle, high food prices, petty crimes, contraction of pri¬ 
vate charity. Steps are taken not only when the famine has 
actually arrived but prafjaratious are made in anticipation : {a) ‘"'ll! 
ordinary times Government is kept informed of the meteorological 
conditions and the state of the crops; programme of buitahle relief 
works are kef»t up to rlat*', the country is mapped into relief circles, 
reserves of tools and implements are stocked/' (6) **!f the rains fail, 
policy is It once declared, non-officials are enlisted, revenue suspen** 
ded and loans for agricultural purposes made. Test works are then 
opened, and if labour in considerable quantities is attracted, they 
are converted into relief work'^ on cjde principles. Poor houses are 
opened and gratuitous relief given to the infirm/’ (c) On the ad¬ 
vent of the rains the pe "'ple are moved from the large works to 
small works near their villages, liberal advance.«^ are made to agri- 
Dukurists for the purchaser of ploughs, cattle and seed/' (d)“ When 
principal autumn crop ripe, the few remaining works are gradually 
closed and gratuitous relief ceases. (^) “All this time the medical 
staff is kept in readiness to deal with cholera, which so often ac¬ 
companies famine and malaria, which generally supervenes when 
the rains break,’ ^ 

Dp to the recent Bengal famine this system worked quite satis- 
actorily. “’Famine in the old terrible sense of the word,” we were 
old, ‘^ceased to occur.” This was due to the possibility of moving 
ood from surplus areas to deficit areas on account of the develop- 
nent m the means of communications and transport and the relief 
naohinprv of the G ivornment described above. But this system of 
chef failed in Bengal fatnint of 1943. 

6. The Bengal Famine of 1943*'44. Although food situation 
lould not be regarded normal during the first two years of the war, 
inoe food prices wore rising, the difficulties in their acute form 
ated from the entry of Japan into the war in December, /Jfl. The 
porst fiufferer in the sciroity that followed especially after the etid 
f 1912 was the province of Bengal. Apart from this province 
eute food scarcity was experienced in Madras, Bombay, and the 
tates of Travaacore and Cochin. In Bengal, according to the 
mgal Famine Oommission, l| million^ persons died due to the 
kmine and the epidemic that followed in its wake. 

The main causes of the Bengal Famme were ; (^) Shortage 
^ supply of rice in Bengal due to lower yield of the winter crop 
■ 1042 and smaller stocks from the previous year, (h) BVilure 
distribution machinery, due to the incapacity of traders and 

‘^TT^Indian Yc^ax BookrT04l44iTl&~/326-27* .. 
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the inftbiHty of the Qovemnieiit to eaceroise eoistrol over the 
produeers, th© traders and the eomumers* (c) Loss of imports 
from Barma which was occupied by the enemy, (d) Difficulties 
of bringing in supplies from surplus areas. 

In brief according to the Bengal Famine Commission the 
famine was due to (i) shortage of supply, (ii) breakdown of the 
normal machinery of distribution, and (itf) the inoapacity of the 
4,uthorities to meet the situation 

The Bengal Famine njimply underlined the serious food 
Rituatioii in the country* The situation at present may b© r©-» 
parded as a mere extension of the Bengal situation in 1943# 
We now turn to the study of this all-important problem, viz , 
riie Food Problem. 

OUR FOOD PROBLEM 

7. Gravity of the Problem. A few years back who could think 
ihat our food situation was so serious ? Not many people in 
India even now realize its gravity. But the fiot is that the 
food problem now overshadows every other problem facing the 
new Dominion. It is of the topmost priority. It may, m fact, 
hecmsklered THE PROBLEVf of India. The aky overcast 
with war clouds in many parts of the world and it mav come 
at any moment. If it cornea and the stream of food iiuf nrts is 
<nit off, we simply shudder to think of the consequences. Now the 
food abipa arrive weekly, evi:*n daily ; hut if supplies are cut off 
( veil temnorarilv, the ghastly Ben 2 :al drama wdl be enicted again 
almost all oyor Indm. The problem is so menacing and w© have 
become so vulnerable. 

This problem seems to be baffling the ingenuity of our best 
hrain;». It throtiena the stability of the infant Dominion. Unless 
it m effectively tackled, and tackled in tune, India may go the 
way of Burma and China. It is, therefore, a challenge to our 
^<ateamen and people* It is really curious, rather paradoxical, 
that a predo uinantly agricultural country should not ba able 
to fee4 its own people and should be living literally from day 
to day on foreign supplies. 

The food problem is serious in another way. jLjs, holding 

hy^img^ging almost the exoTuilvST 
attention oriKelTidian Government but als4 by swaflowii|g:,i 4 P 
oar foreign^ exchange which could well be uti{i:^ed for impoxtitig 
ihe wFere^CS^io accelerate economic development in the country* 

8. Na^r^ of Our Aioil ProWem* Our food problem has 
several facets and it is necessary to look at all of them if it 
is to be successfully tackled. It is not merely a question of 
Hhcrtag© or quantitative question; it is also a qualitative one. 
N ot oa^y iiaye wo food but also an unMlanc ^ food. U 
H) also an administrative probk^m, t. e., the food produo^dio iho 
country is not propelly distributed and made the best nee o£ 
At bottom our food problem is an economie one.. We shall 
now consider these various aspect® of the problem* 
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Slmrtaf Qaantitalive Aiimct. It i» diffiontt to 
per pi© in India that «he does not produce 
sumcient food for her people. If there is any apparent shortage, 
uney would attribute it to selfishness of the farmers^ the wicked- 
of the black* market ears and the inefficiency of the Govern- 
4 It is said that we hare been suddenly told that there 

^ A A Nobody ever thought of it before the war, 

and during the war, of course, it was due to war conditions 
something abnormal anjji temporary. But we ate 
paimuily reminded that though the war is long over, yet the 
food shortage remains and some would say it has become worse, 
because in spite of the *Grow-More*Food Campaign’, food im¬ 
ports are on the increase. The question of food shortage is a 
mystery to many in India. Mahatma Gandhi was definitely of 
the opinion that there was enough food for every body in the 
country and that controls created an artificial shortage. 

Let us face the facts. The Famine Commission of 1880 re- 
^rted on annual surplus of 5 million tons of food pmitis in 
India. For some time perhaps improvement in irrigation main- 
tamed some sort of correspondence between increase in popula¬ 
tion and the available food supply. But population seems soon 
^ have jittlaf,ri|ij p ifid> the food supply. The Prices Enquiry (Daita) 
Committee reported in 1014 that the requirements of food grains 
for internal consumption have increased in a larger proportion 
than the total production of food grains.” Hence the Malthusian 
theory had begun to operate and the balance between popula¬ 
tion and food supply had been upset. After the first three 
decades of the present century population index in 1931 
was 117 (Base 1901), whereas the cultivated area index was 116* 
Population had thus overtaken the food supply and was 
baviDg it behind. 

Duriag the decade 1931-1941, the situation further deteriorated* 
Area under food grains increased by 1*6% but the production of 
food grains decreased by nearly 4%, whereas the, population in- 
cr^sed by over 15% I* Population had now left the food supply/ur 
behind. An elaborate inquiry conducted in 1933 by Sir John 
Megaw, at one time one of the highest medical autLorities in 
Government of India, repealed that in nearly 40% of the villages, 
the population was exc^tva in relation to food supply. 

Farther, high death rate, appalling poverty, poor physique, 
low expectation of life and ©ver-reourring cycle of disease and 
famine are sure indices of our country being over-populated. 
•*The average expectation of life in India is less than half as 
many years as that in England while the death-rate is more 
than double and the infant mortality nearly treble.” 

Population having exceeded the food production, India had 
i^me a net importer of food and imported annually between 
I f and ^ m il lion tons* According to D r. Badakamal Mnkerjee 

L Bm Nauavati and Aniaria, p« 65. 
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India eannot provide food for about 12% of b«r i^ple. Hie 
poGent defioilb ie eatimated at 5*3 million tons. Dnriog 1948 we 
imported 284 million tons of foodgrains costing about Be. 130 
orores. But in 1949 it is proposed to import only 4 million 
tone, for this purpose proonxement is to be maximised and ratirm* 
ing extended. 

^Recent political events’have a^ravated the food situation 
in India. Separation of Burma in 1937 deprived os ofrtoe 
and now the partition also We taken away both rice and wheat. 
With less acreage and far less irrigated area we have been 
called upon to maintain a disproportionately larger numbers./ 
We have to maintain 78% of the original population with 
69% rice production and 66% wheat production and the wheat 
irrigated area only 54%. The magni6oent irrigaticra works, which 
were a pride of India, have been all left in Pakistan to support 
only 20% of the original population. Their gain is our low, 
and our Dominion starts with sn initial handicap of a very 
serious nature. A further complication is that cotton and jute 
regions have gone to Pakistan and our cotton and jute mills 
may have to close unksn we produce more cotton and more jute. 

No relief can be expected therefore by the substitution of food for 
non.food crops. Moreover food shortage in India has synphrpnised '', 
with shortaW i° nil the world over. What makes the sitmtitm 
more serious is the tramendous rate at which our ptopulation is 
increasing which is ever widening the gap between the months 
to be fed and the food available. 

10. Malnutrition or tim Qualitative Asp^: (.When people 
think of the food problem they generally think in terms of the 
quantity of it, but the qualitative aspect is not less important* 

In India people are not only under-fed but they are also under* 
nourished, because their diet is nnbalanood and is composed of 
less nutritious items, even though they may be getting quite 
enough to eat./ Sir John Megaw’s inquiry referred to above 
revealed that only 3i% people in India were adequately nourished, 
41% were poorly nourished and 20% were very badly nourished. 
The prevailing malnutrition of the people in India has been em> 
pbasiWl also by reoent inquiries. According to Nutrition 44*. ‘ 
visory Committee Surveys oonduoted in 100 typical rural atil 
urban groups have shown that "Calories intake of some 30% 
of families is below requirement and that even when the diet 
is quantitatively adequate it i.s most invariably ill-balanced 
contedning a preponderance of cereals and insufSciout 'productive 
foods’ of higW nutritive value. Intake of milk, pulses, me >t, 
fish, v^etables and fruit Is generally insufficient." The daily 
consumption of milk per capita in India is only 7 ox., as against 
39 in Great Britain, 40 in Denmark, 57 in Newxealand and 
63 in Finland.^ It is not to be supposed that rich people 


1. Haaavati and Anjaria, p. 57. 
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necessarily take a balanced food* In order to tni&e the Indian 
diet balanced h will be necessary to reduce the quantity of 
wheat, rice and other cereals^ and add milk and milk products, 
fruit, eggs, meat and more vegetables. But the trend in Indian 
agriculture has not been towards producing nutritious food 
items* The area under fruits and vegetables is less t Jaan 3% of 
the total sovrn area; and not to speak of dairy and animal 
focxis, even among the cereals the tendency has been to^ g^ow 
more jt.war and barely as against wheat and rice which are 
more nutritive. Taking 1910 as the base year, the index of 
production of barley m 1938 stood at 157, of jowar at 210, 
whereas that of rice was only 103 5, and that of wheat (after 
declining to 97*8 in 1935) rose to 104*2,^ 

The nece^^sary consequences of malnutrition are high mortality 
rates especially among iniants and women of child bearing age* 
the prevalence of food-deficiency diseases like beri, beri, rickets 
and various forma of anaemia and most of other ailments known 
to the doctors, stunted growth and inefiiciency, short duration 
of life, etc. 

11. The Administrative Aspect. The problem of food shortage 
is rendered more acute by laxity and inefficiency of the ad¬ 
ministration. On account of panic and nervousness, the grower 
m not willing to part with the produce. The alarmist specchee 
made by leaders and government officials, make the farmers 
cling to what they have produced. Erofiteering motive further 
encourages hoarding, for the grower expects the prices to rise still 
higher. Stoppage of the ordinary trade channels during the War 
and lack or curtailment of transport facilities have only tended to 
immobilise the internal food stocks. High food prices put it beyond 
the reach of the masses and absence of rationing led to maldistri^ 
bution of the scanty stocks available, because black marketeers and 
others who enjoyed increased war time incomes were able to exert 
a stronger pull. Thus our food problem would not have been so se¬ 
rious if administratively it waa handled with speed, efficiency and 
honesty. 

12. The Economic Aspect : As we have already said, our 
food problem at bottom an ecouomio problem. In essence it is 
money famine rather than food famine. The Indian masses lack 
adequate purchasing power and no wonder that they live in m state 
of ficmi-starvation. It is very easy to say that people should take 
a balanced diet—more meat, more milk and more fzuit. But how 
many can afford it. Dr. Akroyd estimated that a balanced diet 
cost Rs. 5 nearly per head per month, wher( as the yi-baknoed 
common diet coat Rs, 2/8/-. At the present prices these figured! will 
have to be multiplied by five. This means that if the purchasing 
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power of tim people k doubled, only then t-liey may be oxpee^d ^ 
improve their diet. Doubting of a oa-tion^’d per 0apit4^ iooome is not 
a child's play* It only shows how stupendous is the problem. In 
tackling the Iood problem we come face to face with the formid 
able problem of poverty of Indian masses. 

13. What We Ought To Do. Having studied the food problem 
in its Variott*^ aspects we are now in a position to see what we should 
do to tackle it. We have diagnosed the disease, we should now 
think of the remedy. The food shortage must m the first instance 
be met by imports and at the same time we should whip up home 
production by all possibk* means, i.e*, by the fullest use of the para- ^ 
phernalia of extensive and intensive cultivation till we have attained 
setf-suffioiency not merely in point of nunimura ration but better nu* 
fcritional standards Dependence for food on others is dangerous, es¬ 
pecially kxi a politically unoeriam and unstable world. Nothing short 
of a revolution in agriculture and a complete overhauling of our 
land system will enable us to attain the goal of self-sufficiency 
population in the country is also increasing at a terrific sp^d* 
Our population was estimated at 3 59 nnilion m 1945-46 In 1948 
it was put at ^50 million. At this rate the population will be 3o7 
million in 1953, 3S7 million m i95.'s and 407 milhon in 1963. On ^ 
the basis of 1 lb. of cereals per day for an adult, our present deficit 
of 5’3 million tons will increa‘<6 in each substquent five*year pericwi 
to 7*3, 9-9 and 12^6 milli a tons. It is this menacing situation that 
we are up against. 

Then there is the malnutritum. Food production has therefore 
not only to be increased but also improved so that it becom^ 
varied, noh and nutritious. A diversified production is neeaed. 
Besides cereals we should produce more vegetables and mote traits. 
Our animal resourc^es have to be fully exploited to piovtde more 
meat and more of dairy products. Fisheries have to be develop^ 
and pv^ultry farming encouraged to the greatest extent possible. 
Food supply will have to bo related to national health and efficiency. 
Masses will have to be educated in the contents and benefits ot a 
aimed diet. As Mr. Afasai Hussain remarks in his minute of dissent to 
Famine Commission Report, 1945 : “It is abundant health, not mere 
satisfaction of hunger that should be the aiffi of food policy* 


Further, administration will have to be tightened up. l^tionili^ 
must be extended. Price control measures mu^ be 
enforced. Procurement procedure must be made 
to make the most of our limited food 
must be extmgnisbed and boarding and profiteer g 
Worst crimei. . i* ^ 

Finally and ultimately we SSg wmomto 

land. This may necessitete a “houM be poor wbmi 

onier. It is paradoxical that In anomalv mewt 

their country is iio rich to neeS^ »grto«dt*H(# 

go. todttstei*l«B*tlon of * ^ 
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Wbicfa now is iwrelj & mode of liviog xmiet be trantfomed into • 

hmimm ptopmiUon. We must, above all, do aometbiBg to stem tke 
tide of growing population and stabilize it at a reasonable figure, 

14* What We Have Done So Far. A Food Department was 
ereated in Deoember, 1942, to deal with control of food prices, sap* 
ply and distribution of foodstuffs and to co-ordinate civil and miU* 
tary purehasea. It was also t ) pursue the task of food production 
on an all^^lndia basis. The Food Department had also to arrange 
for the procurement, transport and distribution of food grains from 
the surplus provrinoes for the benefit of deficit provinces, A Food 
Grain Policy Committee was appointed in July, 1943, which recom- 
mended, tnier alia, stoppage of exports, imports to create a Central 
Food Grains Reserve, setting up of procurement machinery, secur- 
priority of movement of food crops, introduction of rationing 
in cities with a population of one lakh and over and drastic enforce* 
meat of anti*hoarding measures. A very important recommen¬ 
dation wjfs the launching of the ‘Grow-More-Food Campaign,* The 
Government accepted the JCcommendations and noulded their food 
policy accordingly- 

policy may be studied in two stage®. 
JilGrow.More.Food campaign, 1943-1947 ; and (t*) Five-year Food 
P¥n, 1947-1952. 

15. Grow.More Food Campaign, 1943>47. The following 
measQree constituted the grow>more>food campaign : — 

tv under food crops by bringing new land, 

including fallow land, under cultivation, doable cropping and by 
diverting land from non-tood crops to food crops. Measures taken 
to encourage the bringing of more land under the plough consisted 
of interest-free-loans, rent-free leases for a term of years, rebate 
on land revenue assessment, supply of water for irrigation free or at 
concession rates, the supply of seed at cheap rates, amendment of 
Tenancy Laws, etc. 

(2} Increase in the supply of water for irrigation by the im> 
provement and extension of existing irrigation canals, the sinking 
of additional wells, etc. ® 

(3) The extended use of manures and fertilizers. 

(4) An increase in the supply of improved seeds. 


Accordingly, the provinces were aeked to take up reclamation of 
new land, sinking of wells, repair and extension of irrigation 
works, use of improved sesds, increased use of green manures, 
composts and fertilizers and other measures which could be carried 
out expeditiously. Other measures recommended in this connection 
wsTO prevention of depletion of India’s cattle wealth, importation 
ol motors and other agricultural implements, securing fuel for the 
agriculturists, regulation of crop prodactbn, compelling the cultiva¬ 
tion of culturable waste land and promoting schemes of agricultural 
research bearing -non the immediate shortage of food p^uetion. 
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The YsaimpaigB was conducted hy tfao proviuoial and Stala 
Oovemments; tb© Centra! Govemiueiit helped them by giving a 
swbi^idy or granting a loan* Grants were generally mad© on a 60: 
haf«K t c., the provinces and States spent an equal amount out of 
their own resoutces* Tb© total subsidy and the loans granted by 
the Central Gorerninent during this period were alout Rs. § crorea 
and Rs, 7 ©rores, respectively. 

Some idea of tbe effort made in this connection can be had 
from the fact that about 60 lakh tons of oil-cake, 4*2 lakh tons of 
sulphate of ammonia, 20*8 lakh tOna of compost and about 9»000 
tons of Q* M* seeds were distributed for manure. Minor trrigation 
works undertaken consisted of 04,000 suiface wells, about 600 tube- 
wells, 3 000 tanks and 22,000 other projects. As for the needs 3 lakh 
tons were distributed. 

Whai me. the tea^dU, In spite of propaganda and the stimulus 
of higher prices to produce more; no striking results have been 
achieved. The cumulative result of the measures, extension of cul¬ 
tivation, doubting of cropping, diversion of land from non-food crops 
to food cro{>e, increased irrigation, conservation and development of 
manurial resources, subsidized manure supplies, distribution of im¬ 
proved seeds, legislation, conoei^sions, compensations, rewards and 
tinanoial assistance to the growers, has been like that of the moun¬ 
tain being in labour and producing the proverbial mouse. Instead of 
any substantial improvement in the food situation in the country, 
w© find that it has gone on deteriorating. This in spite of the fact 
that area under food crops has increased <iuring the period by about 
10 million acres and the yield increased by 2| million tons. The 
grow-more-food campaign resulted in the reduction of production 
of cotton and jute w thout a corresponding gain lu the food 
grains. 

If% has the Ormt^More-Food ran^poign Jailed to ermte an im¬ 
pression ? There have been difficulties : Reduction of area under 
cotton creates a shortage of ootton-sead which is an important cattle 
feed. In spite of expenditurd of orores of rupees there was little 
increase in the irrigated area due, according to Famine Oommissiem, 
to the departments being short-handed, difficulty of obtaining 
materials and machinery and shortage of skilledl labour. Irrigation 
has been our greatest difficulty. Only 25% of the food grains 
acreage is under permanently, dependable perennial irrigation and 
76% of our food area has to weather the vagaries of monsoon and 
Indian monsoon is said to have all the caprices of an oriental 
potentate. Failure of monsoon in 1945-46 in Madras nullified all the 
efforts mad© there under the grow-more-food campaign. Similarly, 
in 1946-47 the wheat rust practically wiped out 4fae entire wheat 
«^rop in Central India, ^ 

As regards manures, too, little progress has been made. Due 
to pressure on land green manuring has made no headway. Bone- 
meal manure is available In small amounts only. Oibeskm at© used 
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as cattle feed ingtead of ixiapttre. Lack of cheap fuel compels tbo 
cultiTator to burn the cow dung. It has not been possible to 
import fertilisers in the quantities that w© need. The International 
Emergency Eood Council allocates them and we got only 60% of 
what we had asked. This is a serious handicap. 

Extension of improved seed takes time. There has been a 
shcrtage of supply of iron and steel for replacing and making 
agriculture implements. It has not been possible to import the 
number of tractors that we required. Then there is the transport 
bottle-neck. 

/ Above all, tlie Grow-More-Food campaign covers only 80 
lakh acres out of a total of 16 crore acres under food grains i.e., i»iBt 
6%. It is idle, therefore, to expect any spectacular achievements 
under these conditions. 

From the meagre results of the Grow.More Ford campaign we 
learn one lesson that the ultimate solution of the Indian food 
pioblem does not lie in the direction of meastires adopt/cd in this 
campaign. The campaign deals only with the immediate problem 
of the deficit for the exisUmg population. Its immediate 

character and limited objective must be borne in mind while jud¬ 
ging its results. It isjustinthe nature of a few measures which 
were expected to yield fjuick results to save the country from immi¬ 
nent starvation. There was no plan and no t^irget. For the 
ultimate solution of our food problem we need a carefully conslderedi 
plan and a new food policy. 

16. The Food Grains Policy Committee, 1947-4fe* The virtual 
failure of the Grow-More-Food campaign led to the appointment 
of another Food Grains Policy Committee in September. 1947, to 
review the whole question and suggest a suitable policy. In its 
interim report issued on Slst December, 1947, it recommended a 
policy of ^progressive decontrol.' This policy, however, miser¬ 
ably failed and a policy of re-control bad to be adopted. The 
final report of the Committee was published in May, 194H. 

Referring to the Grow-More-Food campaign the Cf mmittee is 
of the opinion that “the measures which were undertaken were 
doubtless in therigh^ direction, but the objective's were too diversi¬ 
fied, the efforts were inadequate and in most areas the necessary 
vigour and drive were lacking," In their opinion a radical revision 
of approach and a new production policy were needed to achieve 
the desired results. 

The Committee points out that the Indian food economy is 
exposed to a number of risks, the principal of which are ; (a) The 
total average production of cereals is short in relation to the 
irequirements of the existing population; (h) the annua! cereals 
"pripduction is subject to wide fluctuations ; (e) there are certain 
^^hfonic deficit areas. 

The Committee agrees with the expert opinion that agrioultura] 
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development in India has not been commensurate with the paten* 
tial resources and there is a considerable scop© for increash^ 
production. A series of large*scale multi-purpose projects will rid 
Indian aj^riculture of dependence on the monsoon. Produotion can 
be stepped up by intensive ouHivation through better irrigation^ 
more manures and better seeds. 

For the deficit areas, where rainfall is scanty and agricultural 
yield ia 1 »w, it recomcnends a special rehabilitation programme em* 
bracmg increased irrigation facilities and dry farming methods 
combined with deliberates development of cottage and smalbscaie 
industries to create alternative avenues of employment. 

As for cultural waste, the Committee has expressed the opinion 
that the whole approach to the pr oblem in the past has been of a 
haphazard and improvized nature and that there has been no clear- 
cut programme supported by necessary provision and executed by 
adequate organization. Reclamation ol such lands should be the 
re.^ponsibilitv of the Central Government. In order to ensure the 
fullest collaboration between the Central and provincial and State 
Governments the Co mmittee have recommendc^d the establishment 
of a Central Board of Agricultural Planning and a Board of Agricul¬ 
ture in each province and State. The Central Board will examine 
and co-ordinate the provincial and State plans, determine the 
priorities in the allocation of machinery, manure and other supplies 
and review the progress from year to year. The Provincial 
Boards will recommend the lands suitable and available for recla¬ 
mation, assist the Central Board in nclatnation work, advise in the 
cultivation of reclaimed land and report about the yearly progress. 
To execute the recUraation plans the ^stabliehment of an autono¬ 
mous organization called the Central Land Reclamation Organiza¬ 
tion is recommended with a capital of Hs. 50 orores to bo subscribed 
by the Central Government. The actual cost of reclamation will 
be recovered from the province or the State where land is situated 
in 20 annual instalments. In the settlement of the reclaimed land 
care is to be taken to avoid its division into units of less than 200 
acres, which is considered as the minimum economic unit for 
mechanized agriculture. 

A Central reserve of one raiilion tons, consisting of wheat and 
rice, 13 to be maintained throughout the period of 5-vear plan. 
Importing of food grains is to remain the monopoly of the Govern¬ 
ment and creation of an autonomous executive is recommended to 
handle food grain imports. 

The Committee has recommended a five-year food production 
plan in India and the increasing of food production anxmallv by 
10 million tons within the shortest possible time so as to remove 
constant threat of scarcity, famine and helpless dependence on 
imports. 

H Fivo-Ycar Food Plon, 1947 -* 4 S to 19 S 1 * 52 . A coxnpreboiisive 
6*year plan of food produetion in India Has ooeii cbalkeci out in 
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piirsuaQOd of the recommendatioos of the Food Qmiiia Fonoy 
pommittea, 1947*48. At the eod of 5.ye%r periol. the food output 
Is to be tuotaaaed by 30 lakh tons. Each province and State has 
beau assigned a defoite quota* 

The mam plauka in the plan are : (1) Grosr-More-Food works 
consisting of surface percolation wells, irrigation tube-wells, pump 
ing installations, tanks and obannels, land improvement works 
itioluding drainage, bunding and reclamation ; and (2) Qrow-More- 
Food supplies consisting of manures, including chemical fertiliy.ers, 
od^oakes, green manures, improved seeds, better implements in¬ 
cluding meehanioal equipment. The revised food policy of the 
, Cbvernment consists in replacinj^ the Grow-More-Pood campaign by 
a programme of intensive cultivation of that part of tood acre^e 
which has perennial or assured water-supply. Sixty lakh acres of 
land are proposed to be reclaimed which are expected to yield two 
mlflion tons of extra food. The Government has also deciied to 
i^noourage the development and use of high yielding non-cereal 
food crops as bananas, papaya, sweet potatoes, etc. To secure 
co-operation of the agriculturists, farmers, unions are intended to 
be established to introduce an element of democracy. The scheme 
is expected to cost Es. 282 crores. 

18. Work done in 1947-'48. Qrow-More-Pood operations have 
been intensified. Reclamation work is in full swing in several pro¬ 
vinces and States with the aid of the Central Tractor Orgaaisation. 
In the U.P.. 2'i,000 acres of jungle land wete reolaifued during 1947- 
48 andTiefure ihe year 1948*4^ ends, 60,000 acres will have been re- 
olaimad. The, U. P. Government contemplates the extension of the 
Boheme to cover 8,(K),00D acres. This wasteland lies in the riverain 
toikCt of the Ganga in Meerut District. In about a year the project 
yielded 300,000 maunds of food grains and cost Rs. 2,WO,(X10 
Five thousand refugees have been settled there. In C.P., 10,000 
acres of weed-infested land are being reclaimed. During 1947-48, 
100,000 acre« were proposed to be reclaimed mostly in the U.F, tbe 
0,P. and Madhyabharat Onion. Tbe Central Tractor Organization 
of the Ministry of Agriculture works on * no profit, loss’ 
principle and trains drivers and mechanics. It is proposed to relaim 
in all 6 million acres expected to yield two million tons of 
extra food. 

Another Central organization called the Central Ground-water 
Organization has been created for the construction of taba*weUs. 
It has been assisting provinces and States in procuring materials 
and equipment and in securing transport priorities. A vast con- 
Btruotive programme has been prepared for construcung tube wells 
in the U. P. 1915,, East Punjab 1,450, and Bihar 1,260 in three 
yearn 1949-60 to 1951-62. 

The Government of India has set up a Nitrogen Pool which 
works on ‘no profit, no loss’ principle distributing fertiUzers among 
provinces and Sts^. 
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The target of food prodoetioii for 1047^48 iras 9 kkh additioniiJ 
ton®. Actually 7 lakh terns were produced. Failure of motxmmn in 
Madras and disturbed economic and political conditions in £ait 
Punjab and West Bengal were responsible for failure to hit the jSrat 
years target. 

Indian food problem is too big a problem to be tackled in a 
year or two. To quote Mr. Jairamdas Baulaf ram, our Food Minister, 
Unless we reidke that only bigger irrigation schemes would place 
this country on a more dependable source of supply or unless thou¬ 
sands and thousands of our tube-weds gi\e a more abundance trf 
water supply, and unless lakhs and lakhs of more acres of new land 
are put under the plough, it is not easy to meet the requirementii of 
a growing population which increases at the rate of 40 lakhs a year/^ 
The Government in the U.S A. is spending R®. 78 per head for 
improvement of agriculture and we are spending one anna. In India 
we have six agricultural officers for every 10 million persons, in 
America they have 400. Can the things go effectively, rapidly and 
satiefactcrily in India in these circamstances ? 

Suggestions for further Reading :— 

1^ Famine Commission Report, 1945* 

"2. Agricultural Commission Report, 1928. 

3. Russel Report. 

4. Nanavati and Anjaria—Indian Rural Problem, Ch. IV. 

5. Sir John Megaw—An Inquiry Into Certain Public Health 

Aspects of Village Life in India. 

6. Indian Information, March i, 1949. 

7. Food Grains Policy Committee Report, 1943. 

8. Food Grains Policy Committee Report, 1948. 

9. Radhakamal Mukerjee —Food for 400 Millions* 

10. Gyan Cband—Our Teeming Millions. 



CHAPTER XV 

LAND REVENUE POLICY 

I* introduction. Land revenue as a source of State inoome 
has come down to us from times immemonaL In modern times, 
however, the systems of land revenue asseasment, the methods of 
calculating the charge, and the manner of its oollection, have all 
been attacked from time to time in the Legislature, the Press and 
from the platform. In this chapter we shall first describe the 
various land revenue systems prevailing in India, then we shall 
examine the theoretical basis of the policy of the Government, aod 
finally, we shall evaluate the various reforms that have been suggest¬ 
ed to make the system more equitable, 

2. Land Revenue Systems. The land revenue systems pre¬ 
vailing in India may be classified from two points of view : 

(a) Whether the land revenue is fixed once for all, or whether 
it is revised periodically. The former is known as tine ‘‘Permanent 
Settlement/' and the latter as the “ Temporary Settlement/' Here 
the period of revision varies from 20 to 40 years. 

(b) The second basis of classification is the responsibility of 
paying the land revenue. On this basis we have three land reve¬ 
nue systems :— 

(f) The Zamindari System under which the responsibility for 
the payment of land revenue rests on the Zamindar 
or the owner of land who realizes the amount from 
actual cultivators. It prevails iu Bengal and the U. P* 
mostly. 

(it) The Ryotwari System under which every holder of iand is 
individually responsible for payment of land revenue. 
It prevails mostly in Bombay and Madras. 

{Hi) The Mahalwari System under which the members of village 
communities or co-sharing bodies are jointly and 
severally responsible for the payment oi land revenue. 
This system prevails in East Punjab and in parts of 
the U.P. 

Twenty*five per cent of the area is permanently settled under the 
Zamindari tenure and 39 % temporarily settled under Zamindari and 
Mahalwari tenure; the Ryotwari tenure covers 36 % of the total 
area/ 

3. Permanant SattlameiiL A “settlement" may be defined 
as official assessment of land revenue due to Government. It 
is preceded by a more or less full survey, classification and valua- 


1, Kanavati and Aniada—The Indian Rural Frobleju, p. 50. 
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(ion ol the land and an inquiry into tbe righte of atl perac^nn oon* 
earned.^ It ie both a fiscal and a judicial operation. A setlteinmt^ 
as we bay© noted above, may be Permanent or Temporary. 

The Permanent Settlement was introdnoed in Bens^al in 1793^ 
The revenue due from the Zammdars was fixed in cash in perpetuity, 
rh© rate fixed wae 10/11 of the rents realized by the Zamiodars at 
(he time, l/il being left to the latter as their share. \8 the value of 
land gradually rose due to increased security and higher prices of 
produce, rents were increased and hence the incomes of the Zamtn« 
dars rose considerably, Tn 1900, it was officially estimated that the 
land revenue paid to Government from permanently settled areas 
amounted to less than Es 4 crores, whilst rentals in the same 
areas amounted to no less than Es ifi| otores.® 

Permanent Settlement was extended to Banaras in 1795 and 
also to northern parts of Madras Presidenoj, There was at me 
time agitation for the extension of this system. But such 
proposals were finally rejected in 1883. The Bengal Land Revenue 
Commission (193^-40) has recommended its abolition. 

The Permanent Settlement is supported on the following 
grounds :— 

(a) From the financial point of view it has insured a fixed and 
stable revenue for the State 

(h) It has helped political stability in India by creating a loyal 
class of Zamindars. (But areas under temporary settlement also 
enjoyed political stability.) 

{c^ It has created leaders in the political and social fields Who 
have spread ‘‘education’'*, sound ideas and sanitation (This 
advantage seems doubtful ©specially the political leadership of a 
loyalist class). 

(d) It is further said that the system has created a prosperous 
peasantry with resourcefulness and enterprise. (But famines have 
been as common in Bengal as elsewhere. Only the Zammdars have 
prospered at the expense of the cultivators and the public treasury). 

rermanent Bettlement can be beneficial to the people only if all 
intermediaries between the State and the tiller of the soil are abo* 
hshed so that the advantages of future increment of the rental 
.should be enjoyed by the actual man I ©hind the plough. 

4 The Bengal Land Revenue Commistion (1938^40^ A 

rase fnt aboUt^m. The Bengal Land Revenue Commission was 
appointed in 19*18. under the chairmanship of Sir Francis Sloud, 
to examine the land revenue system of Bensal with special re¬ 
ference to Permanent Settlement, The majority of the Commission 
favoured the abolition of Permanent Settlement on the fallowing 
jjrounds:— ^ ^ , 

(a) It has deprived the Government of a share of motease in 


K Ibid. p. 98. , ^ 

9. (^verumeat Eesolutieu on Land Eevenue Policy. p, 82. 
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the T&lne of land whioh hm resulted on aooount of the iuoitme 
in population and ©xtemion ot cultivation. 

(6) It has involved the Government in loss of revenue from 
minerals and fisheries. 

(c) It has deprived the Government of intimate knowledge of 
rural conditions as afforded by the Kyotwari system. 

(d) It has impoBed an iron framework whioh stifles initiative 
and miterprise of all classes. 

(e) It has encouraged excessive amount of sub^infeudation, 
creating a number of intermediate interests between the Zamindar 
and the actual cultivators. 

In short, Permanent Settlement has resulted in the evils 
of absentee-landlordism, rack-renting and economic serfdom of 
the actual cultivator. 

The Commission favoured the replacement of this system by 
a Ryotwari system and added that it was no longer suited to 
the conditions of the present time. The policy should be to 
bring the actual cultivators into the position of tenant/S holding 
directly under the Government.^ It is hoped that the recommenda¬ 
tions of the Commission will be given effect to without delay. 

It is necessary to understand that the objection against per- 
manont settlement is not that it is permanent. It is not to 
be supposed that making it temporary will bring a millenium, 
otherwise peasants under temporary settlement should have been 
very happy. The real issue refers to the fundamentals of land 
tenure, e., the rights of the various parties concerned. Unless 
these rights are equitably adjusted, there will be no incentive 
left for efiSoient use of land and our peasants cannot prosper 
nor can we have an equitable system of taxation. 

Wh(U then should be the duration of Settlement ? As for 
the duration of settlement ;W-40 years period seems to be quite 
reasonable. Undeveloped areas should have short-period settlement, 
so that the State gets an early opportunity to adjust its claims 
to the changed conditions. Thirty years* settlement removes 
uncertainty about the State demand for a generation. 

S» Toitiiiorary Settlements. Temporary settlements are not 
of a uniform character. Here differences arise due to (1) differenofS 
in persons from whom the charge is collected, f2) differences in the 
period of settlement, (3) differences in the methods of calculating 
the charge, i.«. {a] in arriving at the *‘net assets/* and (b) the 
proportion of such assets taken by the Government, 

(1) As regards the agency by whioh the charge is paid, as 
we have already seen, the determining factor is the system of 
fend tenure, ol which we have three types. 

(i) Zamindari Settlements, (ii) Mahalwari Settlements, and 
(Hi) Ryotwari Settlements. 

fr^iisigirir«£ Ooimnisaicn Keport,^ VoL I, 
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(3) Ab regards the periods of settlements, in Central Provinoes 
the period may vary from 20 to ^ years, in Berar 26-30 years, 
in ^dras it is 30 years and in the United Provinces and the 
Punjab it is 40 years. 

(3) As for differenoes relating to ‘Net Assets’, the East 
Punjab (Jovernment takes 26% of the net assets, in temporarily 
settled areas of Bengal the percentage is as high as 70 amd in 
Bombay it is 86%. 

We shall now study the assessment under the three systems 
of settlement ; The Zamindari, the Mahalwari and the Eyotwari. 

6. The Zamindari Settlement. Permanent Settlement of 
Bengal is also Zamindari system but we have considered it 
already. Here we shall take the settlement with Zamindara in 
Bengal who are under temporary settlement and also the settle* 
ment with Talukdars of Oudh. 

The usual settlement operations are gone through, {.e., holdings 
are demarcated, land is surveyed, rights of the various parties 
in the holdings are recorded and the amount of land revenue 
payable to the State is assessed. The Settlement Ofloer ascertains 
the rental values of lands. As the land-holders in Bengal are 
usually middlemen, the State takes away as high a percentage as 
70 as its share of the rental value. The position of the Oudh 
Talukdars is also weak and the settlement is virtually with the 
village communities under them who are asked to pay a little 
more so that a Talukdari allowance, say 10%, may be paid 
to the Talukdar from the Government treasury. 

7. Mahalwari Settlement This type of settlement operates 
in Western U. P. and East Punjab. The land is supposed 
to be owned by the village communities or the oo-sbaring bodies. 
It is joint lan^ordtsm as distinguished from individual land¬ 
lordism prevalent in Oudh (U. P.) and Bengal oover^ by the 
Zamindari Settlement. 

A survey of all lands is oonduoted, boundaries of holdings 
are demarcated and a oomplote record of rights is prepared of ^ 
the partiee interested in a partiouiar estate. The laud is divided 
into circles according to productivity. 

Net A 0 aeta. Bentad assets, called Net Assets, of each « s ta t o 
are ascertained which consist of the cash rents received by the 
landlord and the money value of the benefits he derives from the 
ownership of land, e.g., grazing rights, fodder, fruit, vegetables 
etc. If the land is given rent free or if the land is cultivated 
by the proprietor himself or if rent is paid in kind Instead of 
cash, then an attempt is made to ^d oat what the oa«h 
rent wonld have been if the estate were given out on cash rant. 
The landlord’s rentals are oalled ‘Net Assets'. 

The tsrm ‘not asssts’ and rent are not indentiosl, bnt generaUv 
• iil aad rsaaoiiays rmt paid by a tsnaat-^M-vai ia ragaiNisd 
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lup a siiffiiiiently near approximation to the net assets* The 
assessment in practice is« therefore, based on rant. In the words 
of the Punjab Land Eevenue Committee of J988, ^*Net assets of 
a tract represent what the land of the tract might ordinarily be 
expected to fetch m rent, less all costs incurred in earning 
that rent.*’' In other words net assets and normal rents, less 
coats, are synonymous and, as defined, they may be called 
landlord’s net assets. 

The land revenue demand of the State is fixed as a fraction of 
the *net assets^ At first the Government charge 80% of the net 
assets, later according to Saharan pur Pules 1855, it was reduced to 
60% , now it is much less, 25% in some provinces* 

Land revenue is fixed in the first instance for the entire village 
and is then distributed over the individual holdings. The village 
co-sharers are made jointly and severally responsible. A co sharer 
of standing, called Lambardar in East Punjab, undertakes to collect 
the land revenue and pay in the Uovernment IVeasury ifj his repre 
sentative capacity. A section of the village community, or even an 
individual co*sharer beyond a certain limit, can insist on » separate 
assessment or ‘perfect partition" as it is called. This is the usual 
pattern of settlement operations in Mahal wari areas, though there 
are slight provincial variations. The settlement itself is partly 
ju^oial and partly fiscal operation. 

In the U.P. actual cash rents, paid at the time of settlement, are 
taken as the basis. Cash rent is the rule in the U. P. It is therefore 
not difficult to come across cash rents in each circle and these are 
made applicable to the holdings which are cultivated by the proprie¬ 
tors themselves. The Government takes a certain percentage of 
these rentals or ‘net assets' as they are called 

In Bast Punjab rents are usually paid in bind and hence 
probable cash rents have to be determined. A fair rate is ascer¬ 
tained on the basis of rents of typical holdings. If a typical 
holding in a circle Is being cultivated on cash rent, then this 
rate is applied to all holdings in the circle, la case there are 
no instanjoes of cash rents, as may generally be the case, then money 
value of the landlord’s rentals received in kind is asoertamed on 
the bmk of average prices, average yield per acre, etc. This is the 
assessment for the circle. It is then distributed over different 
hddings* In theory, there is joint responsibility f:>r the pament 
but in actual practice each co-sharer’s land revenue can be separate¬ 
ly recovered. According to the Punjab Land Bevenue Amendment 
Act, 1929, the Government charges 25% of the ‘net assets’ |ai land 
revenue. 

The Sliding Sccde System. A new prineiple of assessment 
was formulated in the Punjab at the time of the resettlement of 
Lya%iir district in 1935. This is known as the Sliding Scale Syih 
This was necessitated by the unprecedented fall in apicul- 
turaJ prices since 1930. The object of the new system was “to 
enable the OoYemment to pitch its demand high enough to take inlo 
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aoDount the poasihility of prices rising to the average level of the 
last 20 or 30 years, and meanwhile to adjnet this demand at each 
harvest to current prices.*’^ According to the old «*yBtem the stand- 
ard rates did not change throughout the period of settlement; of 
course, remissions and relief could be given according to the charac¬ 
ter of crops. Aocordmg to this new system the revenue rate, as 
finally announced for a particular square, represents the mijcimum 
which Government can take during the period of 40 years, Hut the 
Government will not take these inas:ima rates unless the geaeraJ 
level of prices is at least as high as the commutation prices. If in 
any year the general price level givcs up beyond the commutation 
prices, the re venue-pay era will be given the full advantage of the 
excess. But if in any year the general level of prices is lo ver, a re¬ 
mission in the revenue rates will be given the following year pro¬ 
portionate to the difference. 

Thus while the Government was *'bound not to exceed the 
maiimum ratt s as fixed they would give to the reverme-payer 
the full benefit of t ic fall in prices, however great that may be. 

The strongest critic of the sliding scale system was Professor 
Brij Narain raised two objections again it; (i)| That the 
system takes no account of the costs of cultivation ; and (ii) that it 
is based on not real hut theoretical or paper net assets. 

*• When prices fall heavily,writes Prof. Bnj Narain, “ and 
costs less bcavilv it is possible that net assets may wholly vanish. 
But the sliding scale assumes that the xamindar always enjoys net 
assets*, provided the fall in prices is not 100 per cent/"* 

Prof. Brij Narain, therefore, recommends that “remissions 
should he granted according to the fall in net assets, not mere¬ 
ly according to the difference between commutation and actual 
prices 

The Punjab Land Revenue Committee recogniised this defect 
of the system They agreed that in a period of falling prices any 
remission given in proportion to the fall in an owner-cultiva-r 
tor’s gross income would not be in proportion to the fall in his net 
income. But when prices start rising again/’ they added, the 
reverse process sets in, and in time, it may be supposed, the two 
tendencies neutralize each other.”^ 

riie recent enormous rise in prices seems to have vindicated 
this view ol the Committee. 

In C.P„ there are Malguzars who were originally land revenue 
•farmers' but who were conferred proprietary rights by the British 
thus degrading the real owners to the position of tenants. Lest 
these nominal landlords should exploit the erstwhile owners, the 
rents payable by the latter to the former have also to be fixed. An 
elaborate system of soil classification is adopted to fix the rents. 
The value of a ♦soil unit^ denends on the average net profits of oul- 
. IbTdTp 15? ^ ^ 

2. India Before and 8moe tfio CSrieia, Vol li. p. 61U 

*» ♦» n if f% t* »» »» p. 617, 

4. Beport, op. oifc., p. 51, 
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iiir^tion for whioh both fertility and sitaatioo are taken into 
acoount. 

8* Ryolwali System, (a) Jfadra^. The assessment of land 
revenue is, as usual, preceded by vihage surveys, recording of rights, 
dassifieatiou of soil according to productive capacity, etc. The pro¬ 
ductive capacity is estimated with reference to the yield of an or¬ 
dinary crop whose money value 18 found out on the basis of the 
average price of the preceding 20 non-famine years. From the gross 
produce are deducted the necessary expenses in order to ascertain 
net produce. Allowance is also made for seasonal variations, un¬ 
productive areas, traders* profits, distance from the market, etc. 
Land revenue demand is fixed at 50% of the net produce. Actual¬ 
ly, however much less is charged, a 50% rule is applicable to the 
best lands. Some adjustments are made on account of the position 
of the villages, which are arranged in groups, and the nature of 
irrigation facilities available. That is why it happens that different 
rates come to be charged from similar sods. Tbe land revenue is 
settled every 30 years but enhancement is not permissibb unless 
prices have risen or the Government has made improvements like 
railway construction. The maximum enhancement permissible is 
18 |%. 

(b) Bombay, Here again as a step towards assessment the 
whole process of delimitation of boundaries, determination of sur¬ 
vey numbers and classification of soils is gone through. There is at 
first group classification of land based on a number of factors, 
configuration, climate, rainfall, standaid of cultivation, labour sup¬ 
ply and wages, variations in the cultivate d area during the preced«» 
ing 30 years, prioes^, crop yields, expenses of cultivation, rental 
values, etc. This is known as annewari classification, standard land 
being oaiied the 15-anna land. A standard rate of assessment is 
fiied with respect to such land but the standard rate is not to exceed 
35% of the preceding 5 years* average rentals of the lands in ques* 
tion. The assessment of each holding depends on its olaas. If it is 
12 anna land then the rate applicable to it will be |tb of the stand* 
ard rate. 

The Bombay land revenue system was formerly empirical, a lot 
of discretion being given to the settlement officer* But rental 
value has now been legally fixed as the basis of maximum assess¬ 
ment* 

The Bombay Land Revenue Code (1930) imports to the system 
of land revenue much needed elasticity by empowering the Govern¬ 
ment to change the land revenue demand in any year on the basis 
of a change in t gricultural prices. 

At the time of resettlement, land revenue oan be enhanoed but 
up to a maximum of 25% for the whole group and 50% in the ease 
of an iudivAdual village or survey number, improvements made by 
the cultivator himself cann^^ r€^arded as agroua l of enhanoe^ 
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9 . Batb of Amcnmont. From the rapid survey of Umd re- 

Venn© «yBt©T»’B given above it is clear that the basis of assessment 
is the rentab though it is called *net assets* or ‘net prodnc©** In 
other words the assessing authority takes into consideration what 
the landlord receives from a tenant or what he would have received 
if he gave out the land to some body else for cultivation. No heed 
is paid to the expenses of cultivation or the profits of cultivation. 
This Is very unfair. In India, a country of growing population pres¬ 
sure on the soil, where avenues of employment are limited 
and where an overwhelming majority of the people must fall back 
on land as a means of livelihood, the rents will naturally be high, 
much higher than what tenants could afford to pay if they carried on 
agriculture as a lusiness proposition rather than as a mode of livings 
It is not, therefore, fair to take rental as the basis of land revenue. 

When agricultural prices fall, as they d^*d in eaily ^thirties, the 
cultivator undergoes a positive loss. His income does not cover even 
the wages of working members of the cultivator's family. They have 
thus to share for the benefit of the landlord. According to Pi of. 
Bnj Narain, the landlord’s share contains a large element of loot 
and “Government’s land revenue is a share of this loot/* 

The Punjab Land Revenue Committee (1938) quoted statistics 
to prove that only during depression the present mode of calculating 
the not assets worked to the disadvantage of the owner-cultivator. 
Prof Bnj Narain challenged these figures and said they were 
‘cooked* and useless for scientific purpones, e.g. the wages of an 
adult worker were calculated on the basis of Es. 120 a year which 
is ludicrous. Prof. Bnj Narain was able to prove, by taking a 
reasonable figure for the wage, that landlord’s net assets were higher 
than owner*cultivator’s net assets. The whole issue hinges upon the 
rates of wages taken. The Punjab CJommittee was not prepared to 
change the definition of net assets and w^as in favour of continuing 
the present system. 

Most of this discussion is now academic as the abnormal rise in 
prices has altered tb© whole situation and has increased the paying 
capacity of the owner-cultivator. The rebate of 25% recommended 
by the Punjab Committee raav meet the inequalities, if any, arising 
out of the indirect estimates of the owner-cultivator*^ net assets. 
In a slump apart from remissions and suspensions and temporary 
relief, the sliding scale system introduced in the newly settled areas 
of the Punjab should considerably lighten the land revenue buiden 
m the small landholder. In Bombay, too, there is a such provision. 

When all is said the fact remains that the ‘net assets’ are land¬ 
lord’s net assets and h tvo no reference to the costs of cultivation 
or the net profits t f cultivation The just basis of assessment would 
be profits arising out of cultivation as is the case with income- 
tax. 


10. The Inctdenee of Land Revenue : la the land revenue 
urden exoeaaive t The defenders of the policy of Oovernment 
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hare argued that the burdeu m far from heavy. Historioally 
the eharge m considerably less now than it was either under the 
Hindu or the Muslim rulers. Thus Manu took from a l/12tb to 
1/16th of the grass produce, and in ^‘times of war or other public 
calamity'' as much as The share was more under 

Akbar. The Sikhs in the Punjab took even more. As a rule 
the demand under the Sikhs varied from two-fifths to one third 
of the gross produce. The British fixed the maximum demand 
at one-half of the net assets, though actually it came to less 
than SO per cent of the rental. Measured in terms of gross produce 
the average charged for three years emiing 1036-S7 was only 
6*7 per cent. ‘Tf we were to take the la=5t three pre depression 
years," wrote the Punjab Revenue Committee (1938), Hhe pro¬ 
portion would probably be Jess than 5 per cent. Compare 
with this the 33 to 40 per cent taken by the Sikhs a hundred 
years ago.*** 

The average land revenue per cultivated acre in the Punjab 
came to Rs. 1-0-2 for three years ending 1936-39. 

The following figures* give incidence of land revenue per 
cultivated acre and per head of population in 1939 in some 
important provinces of India : 

INCIDENCE OF LAND REVENUE TN 1S39 



Per cultivated 

Per head of 

Province 


uore 


PopuJ^ttion 

Bengfxl : — 

Kfl. 

As. 

P. 

K«. 

Ae 

P. 

Permanent Settlement 

i 

4 

0 

0 

12 

0 

Temporary Settlei^ ent 

3 

4 

n 

0 

n 

0 

Oudh 







Permanent Settlement 

1 

6 

0 

1 

15 

0 

Temporary »SetUem©nt 

1 

15 

0 

1 

9 

0 

Punjab ; 

1 

15 

0 




Bombay - 







Byotwan 

1 

11 

0 

1 

15 

0 

;— 







Ryotwan 

2 

H 

0 

I 

*5 

0 

Zammdari 

1 

6 

0 

0 

U 

0 


Thus the supporters of the present system argue that (I) the 
burden of land revenue per acre as well as per head of population is 
extremely low and as compared with what is used to ha in the past, 
it is insignificant, (2) it is asserted that even if this burden was abo* 
lished it would go to a class of rent receivers and would not benefit 
the actual cultivator/ (3) it is suggested that the prosperity of the 
cultivator has increased under British rule while the tax burden has 
been reduced, and finally (4) that the land revenue 10 not a tax but 
rent, and as such it does not enter into the cost of production and 
does not affect the prosperity of the cultivator. 

1, Iftxatioa Enquiry Comimtte© Report (1924-25), p.39. 

2. Report, p. 11 

3* Taken from Wadia and Merehaat; Out Koouomio problem, p. 240.^ 

4, ^netey: op. oit., p, 877, 
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Whetlier the laud favwuo ia a rent or a tax m a oontroTersial 
isBne whtoh w© shall axmmina presently. Aa regards the other argn* 
ments given to snpport the thesis that land revantie is not a serious 
burden on the Indian peasantry, the following reply may be given:- 

(♦) Under the Hindu and the Muslim rulers the land revenue 
was fixed and eollecfed in kind. Therefore its burden varied with the 
capacity of the assesaee to pay. At present even though remissions 
and suspensions are granted, the charge being fixed in cai^h, it 
becomes very oppressive when prices are low. The amount and 
methods of collection now are much more rigid than they used to 
be under the Indian rulers. 

(ii) The pressure on land has <w>nsiderably Increased during the 
British period due to increase in population and decay of handi* 
crafts. Even after a high percentage ci gross produce was taken away 
by Indian rulers the total produce per family being larger the 
residue was enous^h to maintain them in their customary comforts. 
Now the land per family la veiy small and hence their total produce 
is hardly enough to maintain them for the year. Even a small 
portion of this small supply, if taken away, may impose painful 
burden on the family resources., 

(iif) Even if w© accept the proposition that the present 
burden is lighter than it used to be several hundred years ago,Jit does 
not justify the present burden if it is an unjust one. We must 
not apply the 16th century standards of justice when we are living 
in the 20th century. We must judge the justice of the land revenue 
on its merits, according to modern theories of taxation. 

(iv) To say that the benefit of abolition will go only to the 
rent^receivers wii! hardly stand examination. Many laud revenue 
payers are peasant^proprietors ; they will he directly and immedia* 
tely benefited from any reduction or abolition of this charge. As 
regards the big absentee landlords (if they have to continue at all) 
the burden is too light rather than too heavy. They should 
pay higher amount not as land revenue but as tax on agricultural 
incomes. 

(v) As regards the increase in the prosperity of cultivators this 
is not a definitely established fact. Opinions differ whether the 
average cultivator today enjoys a more wholesome food, clothing 
md health than fa© used to do in centuries gone by. Even if his 
P iverty has decreased (we can hardly talk in terms of pi'osperity), 
that is no justification for putting a burden on him for which his 
economic capacity does not befit him* Have the classes who have 
n ally prospered under the British rule paid their quota in simil^ 
proportion I 

(ei) The real reason why relief is denied to the peasant* 
cultivator is that if uneconomic holdings are exempted from land 
revenue, the effect on Government finances will b© disastrous* 

Now let us examine the theory that since land revenue ia not a 
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tax but a tent^ sugge&tioDS for the appHcatioo of the prittcipl^ of 
taxation to it are not justified, nor does its payment aff+^ct agricul¬ 
tural prosperity since it does not enter into cost of production* 

In this connection we have to examine two propositions. 
<t) Whether land n venue is a tax or a rent. (n‘) In practice, even if it 
is a rent, does the cultivator get reasonable return for his labour and 
enterprise before he pays the land revenue. In other words, does 
it ct me out of the true econrmic rent of the land or does it encroach 
upon the fair returns to the cultivator as labourer and entrepreneur# 

Whatever be the nature of land revenue it must be adjusted to 
the taxable capacity of those who pay it audit must be levied in 
accordance with the welbknown canons of taxation. The noost 
important canon, rir.. Equity, will be satisfied if uneconomic holdings 
are exempted from land revenue and if the principle of progression 
IS introduced. Further, if must he made elastic by making it 
adjustable to cliir atio conditions and price changes. 

11. Tax or Real. Whether the land revenue is a tax or rent is 
an old controversy and has little practical bearing on matters of 
policy. Baden Powell has called it a profitless “war of words**. 
Even If we agree that the State in India is the universal landlord, 
and hence the land revenue is a rent, this does not justify the impo¬ 
sition of this charge without reference to the welfare of the people# 
Even a landlord, if he is enlightened, may exempt uneconomic hold¬ 
ings from rent. When the landlord is also the State the welfare of 
the subjects, and not any theoretical right to the impo ition, should 
be its primary consideration. If the small holder requires relief, he 
must get it whether the payment be is making as land revenue is 
theoretically regarded as a tax or a rent. 

Whether land revenue is rent or tax will depend on answer to 
the question : "Who owns land ?” It will be rent if the State is the 
owner and tax if people are the owners. There is little evidence to 
prove that the State in India is the landlord. The State in India 
cannot base its claim to ownership of land on history. According 
to Wilson, ‘‘The proprietary right of the sovereign derives no warrant 
from the ancient laws or institutions of the Hindus and is not recog¬ 
nised by modem Hindu lawyers as exclusive or incompatible with 
individual ownership.** As for the Muslim law, we have got the 
authority of Ool. Galloway : **The soil was the property of the 
cultivators as much as it oouM be. Law gave no power, policy gave 
no motive to remove him, to disturb him so long as be paid his taxes 

..The right of the Indian husbandman is the right of posses- 

iion and of transfer..In what respect then, h his right of 

property inferior to that of the English land-holder ?** 

Even in modem times, the State tn India has not claimed the 
right to the ownership of land. As Baden Powell has jiointed out 
with regard to the Zamindari tract, Government has definitely stated 
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^at property right in the eoil **ha« been declared vested in the land- 
holders • In Ryotwari districts the State has a “residaary right” 
with regard to vacated and waste land» but has no power to eject a 
cultivator •‘^except as a result of process in default of revenue pay- 
ineut. “Hence/* he oonoludes, “the ‘recognised ownership^ of 
uovemment does not exist at all in a large part of India^ and in 
other parts only in a very qualified manner/'^ State being not the 
landlord, land revenue cannot be called a rent. 

But this charge contains features of a tax as well as a rent- 
Since it is a compulsory levy of the State periodically oolleoted 
It resembles a tax. But since almost^ all lands have to pay it and 
it has no element of progression, and in some provinces it is in 
addition to a tax on agricultural incomes leviable also in others, 
one might think it as a rent. “Perhaps it would be nearest to say/^ 
remarks Vera Anstey, “that it is a tax on rent, and that as a large 
proportion of the actual cultivators in India is in a sense ‘land* 
owners/ there is no doubt that the Government is receiving as 
revenue an income that would otherwise go into their pockets/^* 

Brit whether it is a rent or a tax, it is a charge made by the 
State and hence it must be adjusted to the cultivators* ‘faculty to 
pay and must be made to conform to canonof taxation as 
pointed out above (Sec* 10)* 


Indian Land Revenue Satisfy the Canons of 
Taxation ? Equality, Certainty, Economy, Convenience, Elasticity, 
Productivity and Simplicity are the well-known canons of taxa¬ 
tion. The amount to be paid is certain but the basis of assessment 
is not clearly understood. It thus lacks simplicity and only partially 
satisfieB the canon of Certainty, Convenience is satisfied as land reve¬ 
nue is collected in instalments and at the harvest time. The land 


revenue establishment has a big bill but it cannot be 03 n 8 idered all 
as cost of collection, as the revenue staff performs other administra¬ 
tive duties too. Hence 'Economy* oan")n cannot also be regarded 
as infringed!. ^ The canon of Productivity is satisfied as the yield 
of this tax is very large and is the mainstay of the provincial 
Uovernments. It, however, lacks elasticity, for either it is fixed in 
perpetuity, as in Bengal, or for 30-40 years. In Bombay and East 
runjab, however, a measure of elasticity has been imparted to land 
revenue in recent times. The most important canon, viz., Equity, 
is violated in the fact that even uneconomic holdings have to pay 
land revenue and there is no progression. The land revenue is, 
therefore, oppressive and iniquitous, on the whole* 

13. It Land Revemie Rent in the Ricardian Sente - Accor¬ 
ding to Ricardo, rent is a surplut above costs. But in India inost 
of the land-holdings are hneeonomio leaving absolutely no surplus. 
Laud revenue in such cases impung^ on the barest means of sno* 
m^tence. Not to speak of a surplus, even the mi nimum eosts are 

1. Quot^lby^TSSSy op. ch , p. S76. 

Som^ lauds ar© revanu© free grants. 

3. V. Anstey, op. cit,, p. 876. 
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not recovered from mcome from land. If the farmers wore to 
calculate the wages of those members of the family who work on the 
field and add them to costa of cultivaticgi, agriculture, in normal 
times, will be in most eases a losing proposition. 

On the other extreme are the big landlords on whom the land 
rerenue sits very lightly. In their case it may be much less than 
the economic rent. In between these two extrerneB land revenue 
may coincide with Ricardian rent but that would be by accident 
and not by desi^m. Actually there seems to be no necessary con¬ 
nection between our land revenue and the Ricardian rent. 

14 lines of Land Revenue Reform* The Indian land revenue 
system has met with devaRtating criticism both from the experts 
and the lay politicians. It largely rests on the maxim : ‘An old 
tax is no tax.^' The main objections to the present system of land 
revenue are : 

(a) The burden is oppressive on the majority. 

(b) It violates the canon of equity as there is no minimum 

exemption and no progression. 

(e) The basis of assessment is unjust and obscure. 

{d) The svstem lacks elasticity as the land revenue is fixed 
either permanently or for a long period of 30 or 40 years. 

(e) There is rigidity in collection. 

As far as the reforming of the present system is concerned, as 
already said, whether the land revenue is a iiuc or a rent is a matter 
of no consequence. Various kinds of suggestions have been 
made to improve the present syatem. Usually two objects are kept 
in view in this connection : (t) relief to the holders of very small 
holdings; (ii) more equitable distribution of the burden of taxation 
as between the larger land revenue payers and payers of other forms 
of taxes. 

The various suggestions for reform may be indicated as under. 

(1) Abolition of the Permanent Settlement. This wa have 
already considered and approved. 

(2) Some suggest the abolition of the land revenue as such and 
substitution in its place an incoaae4ax on incomes derived from 
agriculture. 

(3) Others would like to apply the principles of income-tax to 
land revenue, i e,. exemption of small holdings and imposition of a 
graduated rate on larger owners. 

(4) Finally, some writers expose the defects of the manner in 
which net assets are calculated especially in the Punjab and would 
like to make this estimate more scientific. 
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15. Relief to TTio Sra«l! One echoolof tho^W 

«»tr) 2 :cr< Pts the entire abolition of the land revenne charged- Ihe 
abolition of land revenue aime primarily at relieving the small hOider 
of the burden of this payment. In this oonoeotion, sevejal 
questions have to be carefully considered before any decision can be 
taken. They are :—^ 

(i) Js it desirable and justifiable on political, economic and 
ethical grounds that the small holder shoula be entirely freed from 
making any direct contribution to the revenues of the State I 

(u) If he is given this relief, how far will it improve hts 
standard of living or methods of prcduction ? 

(«u) What will be the extent of the financial loss to the Govern¬ 
ment ? Could this loss be made up by alternative sources ? If not, 
what are to be the likely consequences of this curtailed Government 
expenditure on the welfare of the people-—including the exempted 
small hStdars ! 

Let us consider these questions, 

1%) The land revenue assessment and collection necessitate the 
keeping of records of land, its produce and property rights, etc., and 
these records are of great value to the administrator and the 0co» 
nomiet. Politically land revenue payment is linked with the voting 
right, though some other system of suffrage could be devised, But 
these are only incidental advantages. The system must be |astified 
on more fundamentfd grounds. The Punjab Land Bevenue Com* 
mittee drew attention to the ethical and social aspects. The land 
owner, especially in the Punjab, enjoys special privileges^ and pro¬ 
tection given by the State. Hence he should make some coniribu* 
tion to the State treasury by virtue of his being a landholder. One 
witness® asserted that the small holder would not like being exemp¬ 
ted from the land revenue charge which enhances his self impor¬ 
tance, dignity and izzaL This appears very doubtful. Small holders 
would ljump at the idea of exemx)tion. As regards the 
'^privileges**, the protection given by the State to a class liable to be 
exploited by the still more privileged classes, cannot be put forward 
as a justificatiou for imposing a tax on the former, if thev have no 
capacity to near this burden and if other classes are not taxed to 
the same degree of burden* Hence land revenue charged from the 

1. ‘*Th6 laud of these AgriciiHurists cannot be sold in execution of a 
money deoree or mortgaged to a non^AgriotiltuHst for more than 90 
years. A landowner cannot be ©noted by a civil oonrt without the 
intervention of tb© revenue authority, and he is entitled to retain 
enough land for the mamtenano© of himself and his family. His 
plough, cattle, implements and seeds cannot be attache d If he is 
enea and his interest charges exceed certain statutory limits, they 
©an b© reduced. The burden of proving that ©onsiderattan m 
i>ae»ed is on the money-lender nor ©an a decree bo passed against 
him for more than twice the principal. Wiien he dies his ancestral 
land 18 not liable for the payment of his debts unless charged upon 
it. Finally under an Act of 1C34 Conciliation Boards are being sot 
up all over the province to settle his debts.** Beport p, 74* 

2. Written memorandum by Sir O. D© Montmorency. H©port» p* 176. 
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amaD holders cannot be justified on economic, political or etbioal 
grounds. 

Begarding No. (ii) above, Mrs. Anstey holds that “judging from 
past es^perienca, it appears likely that part of the increased income 
would be squandered on increased expenditure on ceremonies, and 
that the rest of it would be swallowed up by an increase of 
population, rather than in any improvement in the standard of 
life or methods of cultivation.”^ This again is a very flimsy 
argument. Does the Government, while considering taxes on other 
classes of population, probe into the way the money would be spent 
if the tax is reduced or abolished ? Certain social ceremonies are 
as important to the poor cultivator as are various kinds of 
recreations and social expenditures to the better placed classes. Of 
course the poorer sections should be instructed as to the maimer 
in which they can get the best adi^antage from their smaHJncomes. 
This should be done by extending educational facilities—not by 
taking away a part of their meagre incomes in the form of a tax. 

(m) Finally, we come to the financial consideration. If land 
revenue is abolished and an income-tax is imposed on agricultural 
incomes with the usual exemption limit, the revenue of the 
Government will fall very seriously. Even from the bigger 
landlords the income tax charge will bring much less than the 
land revenue charge. The latter is roughly 25 per cpnt of their 
net income from land. The average income-tax rate will be 
much less. Even giving exemptions to small holders without 
abolishing the charge on the larger land-holders will mean a 
serious curtailment of revenue. The Punjab Committee estimated 
that if those who paid less than Rs. 600 (with net assets of 
Rs. 2,000—same limit as inoome-tex) were exempted, the total 
‘land revenue will be reduced from R. 4| croree to 30 to 40 lakhs.”* 
Even if incomes up to Rs. 250 were exempted, the Committee 
estimated the loss at over Rs. crores. In terms of land revenue if 
only those who pay Rs. 10 a year or leas are exempted, the loss to 
the Government will be to the tune of Rs. 78 6 lakhs. Tuns while 
Rs. 10 a year will make no significant change in the eonomic posi¬ 
tion of the small holder it will create a serious gap in the finances of 
the Government and will curtail useful activities of the Government 
unless this gap can be made up from some other sources. “In a 
poor country like India,” in the words of the Punjab Committee, 
“ the amount of revenue that can be raised from the better-to-do 
classes is not very large, and the process commonly known as ^soak- 
ing the rich,* which is fruitful enough in a wealthy country like 
England, has only a very limited scope. If any considerable sum 
has to be raised, it cannot be easily done without spreading the fiscal 
net over the whole community and levying a small sum on as 
manj people as possible.*'* 

I. Anoiiev : op. vifc , p 377. 

^ Boport, p. 72. 

3. K port p. 73. 



LAND EEVENUE POLICY 


m 


W© ©r© inoIiBod to agree with this view. Unfortuaately, it ia 
impracticable to relieve the small holder from the entire burden of 
land revenue. We, however, endorse the recommendation of the 
Punjab Committee in which they recommended^ relief to the owner* 
cultivator by reducing hia oharge by 25 per cent after asaeasmeat at 
the usual rate. 
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CHAPTER XVI 

INDIAN INDUSTRY 
Indian Industries in Retrospect 

1. Indians industrial past has a specially heartenin);?: message 
for U» in the present. India had attained a very high position in the 
world of commerce and industry when the rest of the world was still 
in a semi-civilized state- ** At a time when the west of Europe, the 
birth-place of modern industrial system, was inhabited by uncivili¬ 
zed tribes, India was famous for the wealth of her rulers and for 
the high artistic skill of her craftsmen.’*^ Edward Thornton also 
remarks in a similar vein: *‘Br© yet the pyramids looked down upon 
the Valley of the Nile, when Greece and Italy, those cradles of Euro¬ 
pean civilization, nursed only the tenants of wilderness, India was 
the seat of wealth and grandeur.*'* Egyptian mummies dating 
from 200 B. 0. have been found wrapp^ in Indian muslin of the 
finest quality/** Marco Polo, visiting India in the latter part of 
the thirteenth century, said that India was keeping up its ancient 
reputation as one of the chief marts of Asia. Such quotations 
can be easily multiplied but it is hardly necessary to do so. It is 
generally recognized that India can show a brilliant—almost a 
dazzling—record of her past achievements in the field of industry. 

2* The Decline of Indian Industries* But this enviable posi* 
tion that India had built up was not destined to last for ever. A 
number of factors conspired to demolish this proud structure of ours. 

(i) Sxfineiion of old Indian Oourta, Indian industries prospered 
under the fostering care of the indigenous courts which disappeared 
with the cont^olidation and centralization of the British Power. 
Naturally, these industries could not survive when their patrons 
disappeared. 

(fi) Adf?er$e Western Infimna. The new aristocracy educated 
on Western lines was a poor substitute for the old Indian nobility. 
As Dr. Anstey remarks : “Richer classes in India began to adopt 
European fashion and either purchased imported goods or were 
content with cheaper indigenous products sold to Europeans that 
previously they could have scorned/* There was a craze for 
everything Western. 

{Hi) The British Policy at Home and in India. In their desire 
to develop their own industries and protect them from foreign 
oompetition, British Parliament imposed almost prohibitive duties 
on Indian cloth. Between 1700 and 1829 dyed calicoes were alto- 

l. Report of the Indian Industrial Oomaiission. 1018, p. 1. 

2*, Thornton, Edward —[Imtory of Britiah Empira in Indim. 1841. 

VoL T* p. 3 

3. Ranado'—on Wempmics, p. ]7l. 
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(zether prohibited and oertain othw ty]^ bad to pay 
from 30 to 80%. R.C. Datt mentions in a letter dated 17 3-l76»,| 
written by the Directors to the East India Company authorities in 
India, asking them to encourage the production of raw silk and 
disoonraye the manufacture of silk fabrics and that the WMvers 
sbouid be forced to work in the Company's factories. Professor 
Horace Wilson remarks : “Had not such prohibitory duties and 
decrees existed, the mills of Paisley and Manchester would have 
been stopped in their outset and could scarcely have been set in 
motion evan by the power of steam.” Again, “the foreign manu* 
facturer onaployad th6 arm of political injustice to keep down aiid 
ultimately strangle a competitor with whom he could not have 
competed on equal terms." 

The subordinate Government in India faithfully dittoed the 
policy of the Home Government. Every effort was made to dump 
English goods in India and discourage and suppress the Indian 
manufacturers. 

(»'«) Competition of Maeline^made Oondn. A very important 
cause was the competition of machine-made goods, facilitated and 
rendered more effective by the development of the means of 
communication and transportation. The old handicrafts in which 
the craftsman took an inordinately long time in making an article, 
however beautiful and artistic, were bound to wither away in the 
face of the Industrial Revolution that had taken place in foreign 
countries. 

The present position is that some of the ancient industries 
have survived and several modern large-scale industries have also 
bi^en developed. In this chapter we shall study the cottage indus¬ 
tries and in the next and subsequent chapters modern large-scale 
industries and their problems. 

Cottage Industries. 

3. The Role of Small'scale Industries in Modern Industrial 
Structure. India occupied a leading position in the industriil 
world in the past. The old Indian industries were mostly carried 
on on a small scale and belonged to the “cottage" category. We 
have also seen that on account of some adverse cirounistanoes, the 
Indian industries, which were once in a very flourishing state, began 
to deoav. 

But it is wrong to think that a large scale industry can kill a 
small-scale industry altogether. As Prince Kropotkin remarks : 
“Only a superficial and bookish acquaintance with industry could 
permit the economists to assert that law (neoesfeary disappearance 
ofthe small industry) for half a century without attempting to 
prov6 it* Th# potty traidos ore not killed ond cannot be killed * 
like Proteus they emt change their aspeot.”‘ Small-scale produc- 
tion ba» adTuntagee of its own, _ ^_ 

I, Quoted by Suhwabuddbe in a paper read iu tho Industrial Cputomiee 
m ItUa 
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. In reoent times, BmaU-»<mle indtistry has been helped sipedially 
by some new favourable factors, e.g., the development of cheap 
electric power which om be supplied In small units, growing taste 
of the richer classes for artistic and luxury goods, the growth of 
I the co-operative movement and wide diffusion of technical 
I knowledge. We thus find successful small industries existing side 
I by side ^th the laige-scale industry. They can be complementary 
rather tban competitive. 

Even in countries which are the classic lands of big business, 
small-scale industry occupies a definite and important place. In 
France, more than 99 per cent of the industrial establishments 
employ less than 100 workers each. In Germany, 12'6 per cent of 
the total population derive their livelihood from handicraft work. 
In the highly industrialked city of Birmingham, at least 50 per 
cent of the industrial establishments are small scale employing less 
than 50 workers.^ In Japan, 53 per cent of the industrial population 
still gains its livelihood in small undertakings employing less than 
five workmen.* In Belgium, Holland and Switzerland several types 
of goods are manufactured on a small scale. In almost every 
country the small-scale industry is alive and kicking and plays a 
very important role. 

.. 4. Causes of the Survival of the Smalhscale Industry in 
India. When large-boale industry has not been able to squeeze 
the small industry out of existence in the countries in advanced 
stages of industrialization, it is not difficult to understand the 
^ persistence in India of the cottage industries. In spite of competi¬ 
tion from home and abroid, the cottage industries in India have 
managed to live. The causes that account for the survive! of the 
cottage industries can be brh fly stated thus. 

(1) Inertia and stay-at home habits of the cottage worker have 
kept him moving in the old groove. This coupled with the lack of 
alternative openings has made the worker either unwilling or 
unable to leave hi?* hereditary occupation 

(2) Prevalence of the caste system is responsible for the 
perpetuation of the caste occupation even when it has ceased 
to be paying. 

(3) Working in one’s own house assisted by the loving hands of 
the members of one’s own family and working at one’s own will 
have got their own attractive side^ The atmosphere is very 
congenial and it gives him a feeling of being a master in a place of 
business. Even a semi lance of independence, if not the substance, 
is not worth throwing away, especially when there are long and 
honourable traditions behind a craft. 

(4) Agriculture, which is the occupation of about 66 per cent 
of our people, affords at best only seasonal employment and there is 
enforo^ idleness for three or four months in the year among agricuh 

1 , Ri^dha Kamal Mukerjee —JBJoonamtc Prohlmns of Modem India, 1941 

pp. 20.26. * 

Kubbard —Masiem InduBtrialwaUon and He Bffacie on the IV<?a|u 

1083, p. 114. ^ 
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tiiristfl. There are eereral sapplementary iodustriee which oaa he 
doTetailod with agriculture. They have, therefore, been continued 
ai a *%6Cond string to the bow*\ 

( ^) There is stilt in India a large nacnber of people who appre.* 
oiate and are prepared and able to pay for a work of art. Their 
patronage has arrested the decline of many an old oraft. 

(6) There are certain articles, the demand for which is local, 
fitful or too limited, and they, therefore, do not lend to machine 
production. 

f 7) The ability of the cottage worker to introduoe an element of 
variety to suit the tastes of difierent shades of customers has stood 
him in good stead and saved him from destruction. Proximity to 
market enables him to study better the wants of his customers and 
acquire an intimate knowi^ge as to what would satisfy them best* 

(8) The isolation of the village has not yet been completely 
broken and many village crafts still thrive in places inaocesaible to 
the machme-made goods. 

».(9) Srm© artisans have adapted themselves to the new 
conditions and have saved their oral t by taking advantage of new 
materials or new tools. The weaver has taken to the mill-made yarn 
and the flying shuttle, the dyer to the synthetic dyes* the tailor to 
the sewing machine, the brass and copper-smith to the sheet metal 
and black-smith to the machine* rolled sections. 

(10) The Indian States in recent times seem to have veered ^ 
round to some extent and hand-made goods are again in favour, 
Indian sentiment now favours and strengthens the ^^buy-Indian*’ 
campaign and the cottage industries have derived some benefit. 
Mahatma Qandhi has lent bis powerful support to many tottering 
crafts* 

(U) The Central and provincial Governments, too, in recent 
years have given liberal grants for fostering the cottage industries. 
Thus the Congress and the Government have been one in their 
solicitude for the cottage worker. 

These are some of the factors which explain the wonderful 
vitality manifested by the cottage industries in India. 

S. Present Position of Cottage Industries. All cottage indus-^ 
tries in India are not m the same position, Tneir present condition 
varies with the intensity of machine competition which each had toj 
face. Some crafts have died out altogether. Dacca muslin, for! 
instance, vill not be heard of any longer. There are others in m\ 
dead-alive condition,e.g,, hand-spinning, and there are still others! 
like hand-loom weaving which in recent years have shown signs of^ 
vftjuvensAlon* 

India still remaind a country of smalbsoale production from 
which the bulk of its papulation derives iti subsistdoce. The whole 
cf the retail trade is of oourse a small-scale business. Agrioulture 
is eastied w on a smaU soaie. Besides, there are numerous ihdnitrjal 
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art* and orafto offering employment to millions of peo^de in 
the ooantry—Dr. J^dba £amal Mukeijee thinks 14 millions is an 
underestimate.^ Handloom weaving alone employs 5 million people, 
t.e., equal to the number employed in all organized industries.* 
There are innumerable small faotories or workshops dotted all over 
the oountry, and in Galontta alone their number is estimated to be 
more than 10,000.* 

Prof. Badha Kamal Mukerjee has given a long list of cottage 
indnstries which are still being carried on in different parte of the 
country.* To mention only a few : Basket-making in several 
vUlages of Jaunpor, Allahabad and Banaras districts ; coir-spinning, 
wicker work and mat-making in Malabar and Southern and Eastern 
Bengal; siUt-worm rearing in Assam, lac and toy manufacture in 
Meerut, Budaun, Mirzapur, etc. (D. P ), at Bolpur (Bengal), Cbeniia- 
patna (Mysore) and Kondapalle (Madras); carpet-weaving at Amrit¬ 
sar, Mirzapur and Banaras ; silk-weaving in Murshidabad, Malda, 
Madura and Bhagalpur; artistic clay modelling in Mirzapur (U.P.) 
and Nadia (Bengal); lungis and sarees at Tinnevelly (Madras) ; 
glass bangles at Patehpur and Pirozabad (D. P.), Dr. Mukerjee 
remarks ; “Every district contains one or more villages where 
cottage production like cloth and silk weaving, wood-work, gold, 
silver, copper, bell-metal, lacquer, bamboos, cane, pith, rattan and 
leather work is carried on to a high standard of artistic excellence.” 
Handloom spinning and weaving are carried on all over the oountry. 
Soap-making is aliro being extensively carried on. 

In East Punjab several cottage products have acquired 
great celebrity, e. g., carpets of Amritsar, durries of Ambala, 
lurnilure of Kartarpur, woollen blankets of Panipat and Kulu, 
hosiery goods of Ludhiana, locks of Eupar, woodwork of Hoshiarpur, 
tubs and buckets of JuUundur City, silk material of Amritsar and 
julluudur, Khadi industry of Ludhiana, agricultural imolements 
at Batala and JuUundur. ^ 

[t is not possible to discuss here all the cottage industries men¬ 
tioned above, although each one of them is being oirriod on very 
extensively supporting a large number of people. Of these the 
textile group occupies a speciaUy important plaoe. \Ve shall 
consider this group in a little detail. 

6- Cottoa H a nd loom Indiwtry. We have already seen what 
a position of inoredible perfection had India attained in the past 
inthe matter of makin.; oobtou cloth. It has been stated thet a 
sample examined by Dr. Taylor in 1846 came to 250 miles to a 
pound of staple which, aocordiug to modern standards, corresponds 

I. aoonomuit Probltm* oj Modern tnd'a, 1941. p. 20, 

t Ibid. p. 25. 

J, Harold Batlar —ProMettu ojInimtrg m the But, 1918, p, 1,3 

- ' viJa Bfimamia PriMtme nf Modern I ijji, pp_ l4-2l. 
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to 5,246 eoante. This is a. feat which modem maohioery has yat 
to accomplish. But this position has been lost completely. 

The adtrent of the cotton mill industry which happens to be 
more vocal and impressive seems to have eclipsed the handloom 
industry and an impression has gone round that the handloom 
industry is in a decadent state or that it is unimportant. This 
impression is undoubtedly wrong. 

According to the Indian Tariff Board, 19.^2' (Report p* 157), 
the hand-loom industry supported not less than 10 million people-— 
a number exceeded only by agriculture. The same Tariff Boaid 
estimated the number of hand-looms in the country to be 2,600,000. 
One centre in Bihar alone produced khadi worth Rs. IJ lakh. In 
an exhibition organised by the Seva Sangh Oonfer^ nee at Mahkanda 
in Februarv, 1940, a piece of fine Dacca muslin was exhibited 
which measures II yards but weighed only 10 tolas The 
consumption of yarn by the hand-looms and the production of cloth 
has been steadily increasing. It has increased from 220 million 
lb and 880 million yards, respectively, in 1900, to 479 million lb. 
and 1,910 million yards in 1938 ; the improvement during the last 
20 years has been speoialiy remarkable. The hand-loom industry 
is thus neither dead nor decaying, nor by any means unimportant. 

The hand-looms turn out speciaiixed types of cloth which are 
not suitable for mass production. Further, the hand-made cloth is 
oonsiderfd by many to be much better than mill-made cloth, for it 
is thought to be cool in summer, warm in winter, absorbent of 
perspiration. Cheapness and simplicity of weavers* appliarioea, 
conservatism and inertia of the weavers, pleasure of working in 
one’s own home with free and willmg assistance of the inmates and 
proximity to the market are some of the other factors which are 
responsible for the survival of the handloom industry. 

The Indian National Congress and Mahatma Qandhi, in particular, 
through the activities of the All-India Spinners’ Association, have 
assist^ in the revival of this industry. The Government, too, has 
not lagged behind. In 1934 was inaugurated a five-year scheme, with 
an annual contribution by the Central Government of Rs. 5 lakhs 
towards the expenditure incurred by the provincial Governments in 
the development of this industry. The activities of the provincial 
Governments, under the Centrally financed schemes, gave a great 
impetus to the industry by the introduction of improved looms and 
appliances and new and marketable designs, by improving prepara¬ 
tory and finishing processes, supplying intelligenoe regarding rates 
of materials and markets, assisting the marketing of cloth by 
subsidktng private firms, opening depots, etc. 

No doubt much useful work has been done, but owing to the 
proTwbial apathy and conservatism of the Indi iti weaver, progteal 
must needs be very sbw. The scattered nature of the industry 
prevents effective organkation and the illiteracy ai^ appattin# 
IKTiWky of the weavers hampers ail kinds of progress. All efforlsi 
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must be ooMiderably intensified if any ftppreol&Ue progrees is to be 
made. Tb© organixetion of the weavers on the factory basis under 
capitalistic aid and direction might remove some of their difficulties. 
The sphere of the mills and the hand-loom should be statutorily 
defined and the mills may be forbidden to produce cloth below 
oertain counts. Exeim duty, with a corresponding increase in the 
protective duty may be levi^ on the mill-nMwie cloth and proceeds 
utilised to assist the banddoom industry. If all possible steps are 
taken to help the industry and the process of reiuvenation con¬ 
tinues, the hand-loom industry may be assured of a respectable place 
in our economic life. 

7. Silk Industry* The silk industry in the past was one of 
the flourishing industries of India. Indian-made silk cloth found 
ready markets abroad. But causes similar to those aflecting the 
cotton handloom industry, viz.^ competition from abroad, general 
vitiation of tastes demanding cheap things, disappearance of th© 
native courts and th© prefereao© of th© new nobility for foreign arti¬ 
cles and the policy of the British Government and that of the East 
India Company, also adversely aflected the Indian silk industry. 
Appearance of artificial silk was another nail in its coffin. 

The position of the Indian silk industry is, therefore, far from 
being enviable. The Indian silk is being looked d >wn upon even in the 
home market. The reeling is so bad that the home weavers prefer 
to use silk reeled in China and Japan. The Indian silk is exported 
in the waste form so that the reeling may be done abroad* Kashmir, 
Mysore and Bengal are the important centres of the industry, and 
among the chief cities engaged in silk eaving may be mentioned 
Muishidabad, Tanjore, Banaras, 8urat, Amritsar and Madura* 

In recent times th© decaying silk industry has attracted the 
attention of the Qovemment and of patriotic Indians who have 
shown an increasing tendency to patronize home-made goods. In 
1935, the Government set up imperial Sericultural Uommittoe, and on 
tti recommendation, grants to th© tune of Es, 93,000 were sanctioned 
for financing schemes calculated to produoe disease-firee seeds 
and eradicate silk-worm diseases. Also, an annual grant of Bs. 1 

for five years was given by the Central Government in 1935 for 
the assistance of the industry. High import duty on silk, and the 
protection granted in 19.^4 have also been belpii^ the industry. 
Silk doth being of the nature of a luxury article, its demand must 
remain limited at home and it would bo too much to expect it to 
invade foreign markets in competition with Chinese, Japanese and 
European silk. We are thus constrained to arrive at the oonoluaion 
that the Indian silk industry has not the same hopeful future 
as dio cotton hand-loom industry. 

8* Woollen Industry* The most important woollen mana*^ 
are shawls, carpets, blankets, felts, puttoos and pashmina* 
At ow time ftll these brsnohes of th* voolien iadoatry irere qaito 
pciMraeroas, but oinmmstaaoat in modem times wen not l^ottr»bI« 
|o im» eootittaed imispseity of this indnetay. 
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Sbawh of Kasfamir were oBoe very fanaoBa and oomniaBded 
fabulous prieos. The decay of Tudiau princedoms led to a serioua 
coBtractioB, almost an extinction, of the bom© demand* But the 
demand from the Europeans arrested the declina of the industry to 
some extent. European demand, however, was for distinctly 
cheaper and, therefore, inferior shawls. This led to the deterioration 
of the quality. A severe famine in Kashmir in the early Hbirties of 
the last century was a great blow to the industry. Prani50 Prussian 
War in 1871 led to the cessation of European demand, and 
manufacture of shawls at Paisley in England was responsible for 
further worsening the oonditions of the industry. Kashmir Pashmina 
-hand-woven shawls-enjoy great reputation even today and 
have a connoisseur’s maAet in the Valley itself. Namdas 
embroidered with woollen thread in attractive de&igm travel very 
far, as far as the U.S.A. 

The carpet industry throve under the fostering care of the 
Moghul Emperors. But it shared the fate of the Moghul Empire, 
With the use of aniline dyes and with the introduction of cheap 
designs under the dictation of foreign markets, all art and quality 
disappeared from the Indian carpet industry. Carpet industry, 
therefore, is practically dead as a cottage industry, and most of the 
Indian carpets are now made in factories and jails, Amritsar (East 
Punjab) is a very important centre of carpet industry. Other 
centres of the industry are Bikaner, Mirrapore, Ellore and Agra, 

The blanket industry has altogether a hopeful future. Wool 
used in blankets can be had in all parts of the country. There is 
also a large home market. There is practically no foreign compete 
tioB in the line. With a little care and attention it should be possK 
hie to introduce the necessary improvements and put the industry 
on the road to prosperity. The World War 11 brought large orders, 
for blankets and gave a fillip to the blanket industry. 

9* Hand[*niade Paper Industry, Indians have been conver* 
sant for centuries with the art of making paper by hand. The 
oldest paper matiusoript found in India dates from the first quarter 
of the thirteenth century. ' Kashmir has been famous for its paper 
since Akbar’s time. In Ahmedabad, too, paper-making was a 
prosperous trade and in 1848, 800 men and boys were daily employed 
in paper works * Only a generation back a large class of Muslims, 
known as Kagjis was engaged in the industry in the districts of 
Hoogly, Howrah and Mursbidabad in Bengal, 

Even now in several parts of the country like Kashmir, 
Hyderabad, the U P., the C. P., Bombay and Madras and in jaila 
throughout India paper is made by hand. 


l. Indian Bapdbooh 191S/p. 246. 
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Strenuous efforts are now being made to revive this anoieni 
and useful &rt» The All-India Village Industries Association has 
started manufacturing paper from straw, wa«te paper, jute plant 
refuse, and other materials in Bengal, Bihar, Bombay, Orissa and 
elsewhere. Production of hand-made paper has been taken up by 
the Banaras University. At th(' instance of the U, P. Government 
the Forest Research Institute, Dehra Dun, has undertaken ex:peri- 
ments to see how this oott^ige industry can be developed and its 
methods improved. If pulp is supplied by the paper mills, it will 
facilitate the resuscitation of this ancient industry 

There is a great scope for this cottage industry. The hand¬ 
made paper is in good demand in Europe and America. In China 
and Japan large quantities of paper are made by band. In England, 
too, the most expensive writing and drawing papers are made by 
hand. But if this cottage industry is to occupy its due place in 
India, it will be necessary to overhaul this old industry, introduce 
new methods and organise it on co-operative hnes to obviate the 
difficulties relating to finance and marketing. 

^ 10. The Ills of the Cottage Industries and their Remedies : 

A study of the Indian cottage industries reveals that they are not in 
a happy position. Some of them are dead, others languishing 
and still others struggling to keep themselves above water. 

The following are some of the difficulties experienced by the 
cottage industries : 

(а) Lack of|8nancial facilities, and the poverty and indebtedness 
of the craftsman. 

(б) Absence of organized marketing which throws the craftsman 
completely at the mercy of the middleman. 

(c) Inefficient methods and high cost of production leaving a 
meagre margin of profits. 

^ (d) The inefficient human factor due to illiteracy, ignorance 
and conservatism of the craftsman. 

A comprehensive plan calculated to remove the above defects 
is necessary to br ng about a re-generation of our cottage industries. 
The foUowing measures are indicated :— 

(1) Spread of education, general and technical, to fight 
ignorance and conservatism of the craftsman. 

(2) An ambitious campaign for bis economic and social uplift is 
essential. 

(3) He should be supplied better and more efficient tools on a 
hire-purchase system and raw material of the requisite quality at 
reasonable rates and on easy terms. 

(4) New and attractive designs should be brought to his ni 2 »tice 
asod ]peripatetio partis should be regularly sent out to 

and the demomtimtioii. 
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(5) e^hibitiona should be more ftequeuily held m 
l|iel produots of the cottage mdoatries may get the neceeaary 
publicity^ eud the gulf between the producer aud the ooasuixiar 
bridged 

(6) Emporiums and rnarkHing depots shculd be set up to 
Ueve the craftsman from the difficult task of marketing so that he 
may concentrate on production only* 

' ^ (7) The crujc of the whole problem is marketing and finance and 

the salTation of the craftsman seems to lie in co-operation which 
can lift him economically, morally aiai educationally. Besides pro« 
riding him with the necessary hnanoiai assistance and aid in mar¬ 
keting, oo-operatioa will give him lessons in self reliance and seif- 
goTernment* 

(8) Throufjb a vigorous system of researob, we must raise hit 
technical efficiency to ^uch a height that he may always be ahead of 
the machine and not behind it as he is now to bis utter rum and 
amharrassment. 

/(t)) Cottage workers may be organized into guilds. Such guilds 
are already being s«t up in Kashmir. 

(10) As recommended by the committue appointed by the 0. F. 
Government in lO.it, marketing and financing mmpmim should be 
set up with Government aasiwtanoe to provide financial and mar¬ 
keting facilities. 

^ (11) A very necessary step seems to be the integration of the 
cottage industries with the modern large scale industries. At thi 
present time the cottage industry stands in isolation, always threair* 
tened with competiimri from home and abroad. A co ordination 
between the different links of the industrial chain is badlv needed. 
The raw materials can be worked in rural areas in small anJ me¬ 
dium-sized units and then brought In a semi finished state to the 
big urban industrial centres. By eBtablishing a net-work of small 
and medium-sized industrial units in the heart of agricuHaral areas, 
wa must induatrialize the rural areas. A countervailing excise 
duty will be necessary ti eliminate competition between the home 
nills and the c( ttage industries. Such a discriminative excise duty 

imposed on Khandsari sugar and the factory-made refined 
«ugar. This is a step m the right direction. This scheme of ex¬ 
cise duty should be extend etl further to embrace all the main iudu«- 
tries and their cottage prototypes. 

Special efforts were made by Governments in Europe to en¬ 
courage small industries. The Government of Austria spent large 
sums on the development of small handicrafts. Watch-making 
industry of Saxony and pencil industrv of Bavaria were fostered by 
the State. Holland developed the industry of hand painting cloth. 
The Government of Rumania built up a successful hand-loom indusiry 
of 12,0^.0 looms. The Government of Hungary supplied the crafts- 
Oicn between 1898 and 1809 machinery valu^^ at 3,792,507 crowns. 
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Similar efforts were made in Germany and Italy. The Japanea© 
Goi eriiment has been always paying ppedal j*ttt nt»on to the small 
industries.^ In India^ too, sir^ce 1935 the ( entral and the provincial 
Governments have been spending some money for the revival and 
deveJopment of cottage industries. But such efforts are not com* 
mensurrt© with the requirements of the cottage industries scattered 
throughout th e eub*continent. 

In view Cff the large number of people depending on our cottage 
industries and the social and economic advantages exfic cted from the 
development of such industries and the artistic value of their pro¬ 
ducts, a special effort seems to be called lor. To find employment 
for our huge man power and to estatlish a proper balance between 
agricuUure and industry, greater reliance must, therefore, be had on 
the development of small industries in our villages. It will also 
offset the precarious nature of our agriculture. 

Conditions for tb© development of email industries are especiaB 
ly favourable in India. Large fictories require large capital 
which we lack ; large factories use labour saving devices but we 
have a large population waiting for employment. Small and scat* 
tered holdings in India do not provide whole time emfdoyment to 
our rural population. The scop© for the development of cottage isjs* 
dustries in India is therefor© particularly wide. It is hoped that in 
a Republican India, cottage industrks will be given tboir due 
place in th© scheme of industrialization. 

During World War IT the small industries al-^o received 
Government attention. Official inquiries were made in sll provinces 
and States to see what contribution these industries could make to 
th© war-effort. Lists of articles suitable for n anufaeiure in cottages 
war© prepared and 25 per cent of the war requirements were 
©edgned to them* 
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CHAPTER XVIL 

LARGE SCALE ORGANIZED INDUSTRIES 

1* Gotten Mill Industry. Alliioiigh tbe first cotton mill in 
India was set np m 1818 in Calcutta, yet the real foundation 
of the industry uas laid in Bombay nhen a mill was set up there in 
1854* Generally, more mills were started, especially in upcountry 
centres like Ahmedahad, Sholapor and Nagpur. The industry had to 
face ft crisis towards the end of the 19th century and again m 1007* 
But, on tbe whole, it continued to make progress, especially in the 
weaving section. In the period immediately preceding World War 
I, tbe Indian cotton industry was doing well but the war gave it a 
special in petus duo to shrinkage in impotts and increase in demand 
for military purpohes* 

Tbe boom eng? ndered during Ibe war ended in an unprecedent¬ 
ed depression for the indien cotton industry and the condition 
became acute n i0./5. The factors responsiMe for depression were 
ciit4hr>at crmpetUion from Japan, irternal competition, higher 
waves, higher l<4ca! ta^catiori and other bightr coi^ts in Bomoay, 
defective orgamzfition, over-capitalization, etc. As a measure of 
relief c tton excij^e dufy was abolished in i926. In course of time 
the industry was alio to ostablisli its claim for protection, which 
l^as whittled down, to son.© extent, by preference beinv granted to 
nmport of Biiti&h ctoth. On the era of World War II it cou'd 
sot 0 © said that the Indian cotton industry was having a smooth 
ftiiing. 

Present Ponfion, The Indian cotton industry had thus a 
chequered histoiy and had to pass through various vicissitudes, but 
it has ountinuf d t> grow so that now it can supply almost al! 
requirements for cloth. In I'Jtiy iOOO, the share of th© Indian mills 
and of import in the Indian market wa« 12 per cent ano 61 per 
cent, respectively. But in 1930 the corresponding figures were 63*6 
per, cent and 8 j>er cent respectively. So the tables have been 
«>omp’etely turnt*d. 

Th© industry occupies a position of unique importance in our 
eotintry* Nearly Ks. 100 crores worth capital is inrested in 
the industry and it provides ©mpb'^yrront for nearly half a nnllion 
workers and their familea j and if wa include the number of people 
engaged in cultivation and di’^tribution of cotton as well as those 
who de^l m cloth, it will probably be an underestimate to say that 
15 million perrons directly or indirectly depend upon this industiy* 
It corbumas more than 50 per cent of the tQ*al Indian cotton crop 
produclion in a year. It occupies a respectable position in the 
world cotton industry itasmuch as it ^tands S’^cond in tbe world 
<^^0 far as cloth production is concerned and fifth in the matter of 
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loonifi md spindles installed. It produces 14 per oeni of the eatl- 
mated world production of cloth aad 13 par cent of the efltiinat4&d 
world production of yarn. 

JSacenl Developments^ The Tariff Board in 1927 adversely com- 
mented upon the quality of the Indian mill production. Since then 
the mills have been making serious efforts to improve their output. 
By the increased use of imported cotton, by the steady improve¬ 
ment of the quality of Indian oottou and through the adoption of 
such mechanical aids as better opeuiog, cleaning, high draft system 
of spinning and use of combing machines, the progress in spinning 
finer counts has been accelerated. During one decade—1928-19^9 to 
1938-39—whereas the production of yarn of counta below 20s. in¬ 
creased by 92 per cent, that above 303. registered an increase of 
494 per cent. Similarly, there has been a marked improvement in 
the quality of cloth produced by Indian mills. In 1927-28, the 
proportion of piece goods worm from finer counts, above 30s. 
was nearly 10 per cent, whereas in 1938-39, it was 3^ per cent. 
Also production of pice© goods shows a wider rang© and an astonish¬ 
ingly greater degree of diversification. Considorable progress has 
also been made in the production of printers which in course of five 
years, 193i-33 to 1937-3S, increased by 87 per cent, App’^eciable 
improvement has been made in design and style su that the Indian- 
made cloth is now almost as attractive as the imported one. Arno 
Pearee remarks, ^‘The rang© of goods made by Indian mills does not 
stand behind that of the largest mills in Europe/'^ 

Another noticeable feature of the industry is the ’^away-from- 
Bombay" tendency. The advantages of Bombay lie in the humidity 
of its "climate, trained labour, availability of supervisory and techni* 
cal staff, more eoonomioal purchases of imported cotton, machinery 
and mill stares, lower office ejxpenses and better banking facilities. 
But centres like Ahmedabad, Sholaour, Nagpur and Kanpur enjoy 
greater proximity to raw material, nearne^.9 to market, closer ac¬ 
quaintance with the needs of the locality, cheap labour and cheap 
land. The balance of advantage seems to be against Bombay, aad 
we find increasing decentralization of the industry. The share of 
Bombay in the number of mills has gone down from 32*9% in 1919 
to 18 6% in 1937, although Bombay is still the moht important 
single centre of the industry. Saturation point seems aldo to have 
been reached in Abmedabad. Wo may, therefore, expect the migra* 
lion of the industry to other parts of the country like Northern 
India, Bengal and particularly the Indian States. 

Still another tendency is for the weaving side of the industry 
to develop more rapidly than the spinning side. Between 1905 and 
1936, where ts the spindles increased by 91% the looms inoreasedi 
by ^9%. Efforts have also been made in the directions of modern- 
l^ion of plants and improvement of working conditions in the 
mills by the installation jpf humidification plants. 

I. Amo 8, Pearee—Oidacfi oj Xnd a 1900, p. 9. 
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2. Som« SugiE^tiom for ImpriiveixiMt* The iBdkn ootton 
ixidostry hm undoubtedly efaowu great progress and bas made India 
almost fielffiufficieiit. But it mnnot be said that the position Of 
the industry is perfectly stable. In order to place it on a sonndi 
iooting the following measures may be adopted :— 

(1) It is very necessary that during the period of high profits 
steps should be taken to buUd up reserves and that the profits b« 
not frittered away in high dividends, so that the industry can fact 
the future with confidence* 

(2) if the industry is to successfully withstand foreign compe¬ 
tition and acquire a foothold in foreign markets, it will be necessary 
to apply, like the Japanese, the methods of high commerce to ths 
purchase of cotton and to the selling of piece-goods* 

<3) It is further necessary to continue making efforts towards 
improvement of the quality of the cloth and farther diversification 
of the output by taking up the production of mechanical and 
industrial textiles including material for wire insulation, special 
cotton tapes for spmdle driving, tracing cloth for drawing offioeSj 
horse hair cloth for lining suits, special woven tapes for curtains, etc* 

(4) The equipment of cotton mills needs considerable improve^ 
ment. Mr. Harold Hill, Technical Expert, Howard and Bullough 
Ltd., who visited Indian mills a few years ago, was of the opinion 
that a large amount of plant in Indian mills was in urgent need of 
replacement. 

(5) Ignorant and otherwise busy directorate, incompetent and 
selfish managing agents, in the case of several mills, and defective 
financial arrangements which have been described as fair-weatbor 
friends, are some of the other weak spots which must be eliminated* 

(6) Above all, the organisation of the industry must be toned 
up. It is organized on a strictly individualistic basis, each mil) 
working its own arrangements regarding purchase of cotton, 
machinery and mil! stores, selling its output and effecting insurance 
as best it can with the limited resouvoes at its disposal. The 
Cotton Spinners* Association of Japan has an absolute control over 
the constituent members and much of the progress of the industry ih 
Japan is dut^ to the driving force and direction of its organimtion* 
In England, too, the industry has been replanned on a eoUeotiTe 
basis. If OUT industry also is to be rationalized, its organization 
must be drastically overhauled. Continuously functioning sub¬ 
committees on matters like export trade, mill finance, labour, 
purchase of cotton and mill machinery and stores may in the mean*^ 
time be set up Constant touch must be maintained with our Trade 
Commissioners abroad. 

3. War and Poil war Developments in Cotton Indnstry. fm 

more than a decade preceding World War II, the Indian cotton indus¬ 
try passed through a p^^riod of almost unrelieved gloom, and the do- 
ctaratioh of war brought a ray of hope. The export of cotton piece- 
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goods in 1942 43 was four and a half times as much as in 19S8*39, 
the year* There were keen oversea demands from Ccyion, 

Australia, Africa and the Middle Ka^t* There was a welcojie re^]>ito 
fioin foreign competition. Japanese imports disippeared tiltogeiher 
and imports from the U.K. also went down considerably. The indus¬ 
try seems to have its hands full at present, and it has made some 
new innovation^, e.g„ the cotton*jute fabric and fi refold yarn* 

The war was not an unmixed blessing for the indust^y^ There 
were labour and wages increased and dearness allowances 

had to be sanctioned. It was not easy to import machinery, cotton 
and mill stores, so that the industry could not expand in response 
to ircreased demand. Tasration increased. All this meant a higher 
cost of production. On the whole, it may be said that the war 
ushered in a period of comparative prosperity for the Indian cotton 
industry. It is now estimated to employ three lakh more men and 
women than before the war. 

Towards the close of the war, plans were being prepared for 
post*war developments Ihe panel for cotton mill industry prepar^*d 
plans for the expansion of the cotton mill mdiistry by setting up 
more than 100 cotton mills distributed over the whole country. The 
paitition of the country has held up all such schemes. The s hemes 
have now to b^* revised. There is room for many more mills in India^ 
Everybody feels the acute shortage of cloth. Hut it is exc^e i»iigly 
difficult to secure plants from the U. S. A. or the IJ. K, in view of 
their commitments in connection with Marshall Plan for European 
recovery. However, negotiatims for the import of one lakh spindl s 
ha.e been oompieted with Japan, We shall give 30,000 tons cokmg 
coal in exchange. 

The Indian Textile Delegation risitedi England to secure textile 
machinery and replacements. As a result of these contacts a joint 
enterprise between Indian and British roanufacturers has been 
launched undtr the name of the National Machinery Manufacturers 
Ltd. The authorised capital is Rs. r> crores open to auliscription by 
the Indian textile mills to the extent of 74% and the British in¬ 
terests taking up the remainder 20%. They will be entitled to ap 
point i'5% directors on the board. 

The potential capacity of the existing mills has been put at 
0,000 million yards annually. An ambitious pr^igramme for iurther 
development of the industry has been put into a hnal shi[> 0 . There 
are 32 mills in process of being sot up. The all jcation of now units 
to different provinces has been settled. 

Protection has been extended to certain cotton-mixed fabrics 
for two years with effect from April, 1919. 

Cloth was decontrolled in April, 1948, but controls had to be 
rcimpoted in July, 194^, A statutory control of production of 
textiles has been introduced with effect from December, 1918* The 
control measures are Intended to step up production to ensure nnb 
lurmity of output and its durability, and to regulate the varieties 



LARGE-SCALE ORGANIZED INDUSTRIES 239 

to lie produced. Distribution is left to the discretion of the 
proTinces «nd States. Some provinces have introduced rationing of 
mill-made cloth. 

Production in 1948 was 4,337 million yards a« agfiinat 3,8\6 
million j'ardfl in 1947, The target for })C8t-w ar expansion if 8,000 
miiiion jards (both mili-niade and bardioom ) per year. To 
encourage exports for clearing up the accumulated stocks, extKirt 
duty has been reduced from ^ to 10%. Prt ducticm of yarn has 
been put at 1,475 millirn Ib. Multiple shift woj king can accelerate 
production. The check to producticn has arisen Ciom the rein po¬ 
sition of controls and interference with normal trade channels by 
the provincial and Ssa^e Govercmeiits, because the new agencies 
ereatfd by them were not able to clear off the stocks. Difficulty in 
the supply of law cotton Las been an aggravating factor. 

Since the partition, the position regarding supply of raw cotton 
has become very Insecure, because ve 1 ave to depf nd on Pakistan. 
As against the normal corsTimjition of 45 lakh bales a year, produc¬ 
tion in 1948 only 28 Ifikh bales and the ehtimated production in 
1949 r nly 23 lakh 1 ales. It is estimated that at the end of the year, 
t.c.^ August 3i, 1949, stocks just sufficient for seven weeks omy will 
be left. 

4. |ute Industry. The jute industry, too, was at first a 
bandloom industry, and, in the words of Dr. Forbes Doyle, *Torma 

the grand domestic manufacture.It pervades al! classes and 

penetrates into every household’'. Up to 1857, all the gunny bags 
exported from India were made entirely by hand and exports in 
1859-51 were valued at Ks. 21,52,782.^ 

The jute mill industry owes its inception to one George Acland 
who set up the first jute mill at Kishra near Serampore. The first 
powerloom was installed by the Borneo Jute Co. in 1859. At first 
the progress was very slow, and the first mill bad to be wound up. 
Bat within a few years, the jute mills came to have a very prospe¬ 
rous career and, in the words of Wallace, **they simply coined 
money” between 1868 and 1 S73. Till 189.1, the progress was very 
Flow, but it has been very rapid since then. Progress in hessian 
was much more rapid than ia sacking, the looms for the former 
increased during 1877-1915 by 2,400 %> w^hereas the increase in the 
latter was only 430%. 

The World War I gave a great stimulus to the industry. But 
in the post war years, it was not in a happy position, ei^pecially 
rioce the ’thirties on account of woild wide economic depression. 
The productive capacity of the industry had exceeded the demand. 
Voluntary agreements were entered into to curtail production by 
*^hort-time working and by sealing of looms. Restrictions on further 
^^xtensions were also imposed. In 1939, therefore, a short-tima 
^^igreement of 43 hours a week with the sealing of 20% hessian 
kKims and 7|% sacking looms was entered into. On the whole the 

i. Gr. Few iioyie^irlU i*»brou§ Plani9 o/ India 
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|»te indltisli^ ia ladia has made unmterrapted progress. 
orjgtaal outSura was only 8 teas a day# aad today the prodaetioil 
is 5,500 tons a day. 

Feverish attempts are being made in several countries to dis- 
iH^ver suitable substitutes for jute. For example, in America bap 
fiade of fivefold paper have been used instead of jute bap. A 
plant called malva, grown in Cuba, has been found to be qnite 
promising. Italy has discovered b subsiitute called Jutital. A 
fapanese chemist has perfected a new tvpe of heavy paper for the 
manufacture of bags. But such efforts are still in the experimental 
stage, and it is doubtful if a really suitable substitute for jute can 
be discovered. 

In 1936, the Indian Central Jute Committee was set up and its 
programme includes marketing and transport inquiry^ agricultural 
and technological t'^^search, seed supply, improvement of jute fore- 
sasts and collection and diaseinination of information of interest to 
the trade. Agricultural Hesearoh Laboratories and Technologxai 
Research Laboratories havre already been set up where spinning trials 
pu the various tvp^^s of fibre are carried on The Indian Central 
JTule Commiitee also tries to find new uaes for jute, e.r;, a cotton* 
jute fabric has already been manufactured. But no attempt has 
been made so far to start subsidiary Industries and even ordinary 
•tores have to be imported. War has only helped to conoew 
temporarily the weakness of the industry, O liy a radio il reorgani* 
xatjon can set it on a stable footing. Ritionaliaation by compulspn 
seems to be the only permanent solution. CompulHory cartelisation 
Is likely to prevent the recurrence of old troubles. 

5. War and Post-war Developments in Jute Industry. * The 

jute industry has beeu passing through difficult times before the 
war. Declaration of war put the industry again in a buoyant 
mood. Since then the industry has been enjoying a measure of 
prosperity. Loss of continental markets and shipping difficulties 
have stood in its way of deriving fall benefit from the war. World 
War 1 proved much more beneficial than World War II. 

** From a valuable export commodity and the mainstay of 
Bensrars economy jute has, through political and economic readjust, 
ments, now become the problem child of the Government of India, 
The partition deprived India of 71% of the total jute*growing 
acreage or 72% of the aggregate jute production. Soon after, the 
Pakistan Government started the ^battle for jute/ on account of 
which confusion has continued to prevail in the industry. Accord* 
Sng to the Inter^Dominion Agreement of May 1918, Pakistan h^ to 
supply to India 50 lakh bales of raw jute annually. If this agreement 
ti honestly carried out, the Indian jut© industry may not have any 
trouble. Bui Pakistan is reported to be developing the port of 
Uhitfcagotig to serve as an outlet for Juto and has ordered a number 
0f jute presses. Th s means that India mast try to grow sufficient 
Jiitd for her own miild« In spite of these handicaps produoiion of 
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i^te ^ods has been looking tip. Production In 1948 amonnird to 
10 4 lakh tons m against lO’l lakh tons in 1947, Ifaeimlude 
about 70,000 tone production t f non ABSociation mills, then the total 
prodaction will be very near, if not exceed, the productiau of 1946 
which was 10 7 lakh tons, 

I X ®: ^ Compaurtion of Cotton and Jute Induftrief* The Irdian 
Jute industry presents, in some respects, a marked contrast to the 
Oottou miH industry, 

tn He fir t phce^ thejnte indmtry enjojff a monopolize pmUion 
5 ^ from fear of rivals in the international markets. The cotton 
manstry, on the other hand, is much more vulnerable and fear of 
'oreign competition always haunts it, 

Secondlf^ the jtife industry ie eaf^enfally an export indvBtry, de* 
perming almost exclusively on foreign markets, whereas the export 
trade of the cotton industry is insignificant as compared with the 
home market. 

Thirdly^ thejvfe indvsfry is highly centralized, being confined to 
country, whereas the cotton industry is more 
widely spread and is being inertasinaly decentraliEcd. 

Fo^ifthUf, the management and o*mer6hip of the jute industry are 
^•ponde^anHy in fore gn hands, while the c >ttoa industry has been 
nnanced largely by Indian capital and is managed by Indians, 

FifthJy, the size of an average jute m%U is larger that that of an 
Mveraye cotton milL 

Lastly^ the jute iniudry is more efficiently organized and has 
^own greater capacity for a concerted aocion to meet any situation 
of stress and strain* 

I^’on and Steel Industry* Acquaintance of Indians with the 
use and making of iron said to date from 4000-6000 B. C, The 
Iron Pillar at Delhi, which is considered to be about* 1,6C0 yearn 
old is a marvel of metallurgioai 5kill, Even now there are only a 
few factories in the world wh’ch can aooompUsh such a feat,^ 

But the manufacture of iron and steel on modern lines and on 
» Jargo.iKjal© was taken up only recently. Early attempts at 
making iron and steel aim >^t invariably failed on account of want 
of expert preliminary inq lirieii, inefficient management, lack of 
experience and, above all, owing to the difficulty of securing ade» 
quate and timely financtU assistance. The first really successful 
^ tempt was mad© by the Tata Iron and ISteel Co,, formed in 1907, 
Next year was forned the Indian Iron and Steel Co,, with its works 
at H:rapur near Asansol, and in 1923 were established the Mysore 
Iron VVoiki at Bhadrawati. In 1937 was founded the Steel Corpora- 
Mun of Bengal, 

The Indian iron and steel industry is practically synonymous 
with Tata Iron and Steel W^l^. It is the largest in the B ritish 

I* Haaada —sn Indian Bmnmrnm^ p* 170* 
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Empire* The works are ideally eituated beoause necessary raw 
materials like iron-ore and eoa) are to be found within an eeonamio 
radius* As a matter of fsot, there are few instances in the world 
where high quality ore can be landed at so low a price. No wonder 
that India can produce pig iron at the lowest cost m the worWL 

World War I gave a great impetus to the iron andj^teel industry* 
But, after the war, the industry was in the throes of acute depres* 
sion, and the Fiscal Commission recommended an immediate inquiry 
Into it with a view to granting protection. The TariJS Board found 
that it fully satisfied all the conditions laid down by the Commission. 
Protection was accordingly granted in 1924 in the form of import 
duties and bounties, and it has been continued since then. As 
recommended by the Tariff Board in 1947, 30% ad valorem duty was 
imposed on oertam categories of British steels and 42% on the 
non-British steels. 

The Indian iron and steel industry has fully justified protection 
granted to it, for during the period of protection it has made 
remarkable progiess. Productive capacity has been enlarged, pro¬ 
cesses have been improved and costs have been lowered ^ The Tata 
Company’s capital expenditure between 1929 and 1939 amounted to 
Rs. 71 crores and an elaborate programme of extensions was 
planned in 1940 calculated to establish a new record production of 
steel ingots and finished steel. The industry supports about 600,000 
men and women workers and their dependants and contributes to 
the tune of Rs. 647 crores to the public exchequer. Rs. 25 crores 
worth of capital is invested m the industry. About its vital impor¬ 
tance to the nation there cannot be two opinions. For national de¬ 
fence it is indispensable. Several other allied industries have grown 
up For example, there is the machine-tool industry which in 1946 
manufactured about 9,000 tools of the value of Rs. 1 j crores. Many 
others like the manufacture of locomotives and railway wheels ar^ 
likely to develop. All types of machinery are still imported. There 
is, therefore, a great scope for expansion. 

8. War and Post-war Developments in Iron and Steel Industry. 

Before the outbreak of the war, the tremendous armament drive 
produced a boom in the iron andjsteel industry. The outbreak of 
the war raised it to a still higher pitch. An era of unprecedented 
prosperity began. Prices, profit and production all went high up. It 
was able to break some new ground in production. Among the new 
manufactures may be mentioned high-speed steel, armour-piercing 
steel, bullet-proof armour plate, wheels, tyres and axles* In the 
domestic market, however, stringency was created by the control 
measures adopted by the Government. 

Sickening of production and falling down of exports are the 
outstanding features of the Indian iron and steel industry after the 
war. The production of steel in 1948 has been put at 860,000 

1. memoraiidiim habsmttmi by the Tatu Co. to the Indian Tariff 

Board m 11^33. 
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tdiii mn agamit 868,580 tons in 1947year of nniveraal uader^ 
pfodmtion^ This is only tvo-thirds of our iiistalled oapaoity aad 
oae-third of our total demand. The situation is very disquieting. Oar 
short-term demand has been put at 2*5 million tons, whereas wo 
produce only 1*2 million tons. The main causes of decline in pro- 
dttotion are the short and precarious supplies of coal, labour troubles 
and transport difficulties. As a result of decline in production, 
exports of iron and steel have decreased which means a great loss 
of foreign exchange. Inside the oountry provincial quotas had to 
be drastically cut down and the development plans were held up. 
The Government has under active consideration the setting up of 
one or two factories for the manufacture of 1,000,000 tons of steel. 
The Government is also thinking of startig a State* owned machine- 
tool factory for the manufacture of inntrioate types of machine- 
tools, 

9* Sugar lodtitiry. India is believed to be the original home 
of sugar. It is said that India manufactured and used sugar when 
the rest of the world even did not know its name 1^ 

Oiir-Makinf, The sugar industry has its indigenous aspect in 
the gur-making industry. Spectacular growth of the white sugar 
industry seems to have eclipsed the gur-making industry, but the 
latter occupies a very important place in our economic life. About 
70 per cent of the nugarcane grown in our country is utilised in 
the making of gar. The average per capita consumption of gur in 
India was estimated by the Tarifi Board in 1938 at 25*8 lbs, and 
was as high as 72 4 lb. in the D, P., while per capita consumption 
of sugar is orilv 7*6 lb. It has been proved by scientific analysis 
that the nutritive value of gur is 30 per cent, higher than that of 
sugar.® But the process of gur making is very wasteful. Improve¬ 
ments must be made in this as well as in classification so that 
more palatable and presentable gur is placed in the market. The 
World War 11 stimulated gur production by creating shortage of 
sugar. Decontrol of sugar towards the close of the year 1947 
adversely affected the gur industry. The consumers substituted 
sugar for gur, as a result of which the price of the latter fell from 
Ks. 25 per md. to Rs, 9/. 

White Sugar^ But when we think of the sugar industry, it is 
white sugar that we have in mind. At one time Indian exports 
exceeded imports. But competition from Java sugar and the 
bounty-fed sugar from Europe dealt a death blow to the Indian sugar 
industry. The stimulus given by World War I afforded only 
a temporary relief and the few sugar factories that existed in India 
were havim? only a precarious existence. The industry was given 
protection for a period of 15 years expiring on 31st March, 1945, 
Its development under the shelter of protective tariff was simply 
astounding Within two years there was 400 per cent, increase in 
the numb er of factories and since 19 i 1-32 prodnction^of sugar has 

1 FrinaeT Grail ga, (|\ioted by Saughi in a paper reiMi at ike luduattiai 
iJonfarenoe held in lillS. 

2, Vide Harijaii, dated April 20,19S5* 
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iDcrrased 700 per cent. There was alao a abarp decHoe fn Itnporta 
which vp to 183C-S1 averagfri ooe sarallioB tons but in 1936-37 the 
net ijQDpoitB were only 12,0(0 tons nearly, 

India is now the fargeet prodncfr of sugar in the world and the 
sugar lineuatry in India is only second to the cotton mi l industry 
in importance. About Bs* 30 crorts worth of capital is invested in 
the industry, and it provides employment to 4,120,000 men m addi* 
lion to 3,000 graduates and technical men and 20 million culti¬ 
vators. It has stopped an annual drain of Rs. 16 crores nearly* 

Thera are s^me handicaps and shortcomings from which the 
Indian sugar industry is suiBfeiing. (1) f he greatest handicap is that 
the yield of sugarcane in India is very low. Although the area 
under improved varieties of oan<* has increased from about 40% in 
1931 32 to 83% in 1945-46, the \ield per acre du.ing this period ha« 
gone down from 14^10 tons per acre to 14 tons. It U cl^r, there¬ 
fore, that mere showing of the improved varieties oarmot mo ens© 
the yield unless they get the necessary nutrition from liberal 
supply of good manure. In the absence of adequate manure, they 
have simply drawn on the aocumnlit d frni ity of lb© soil* 
In Bombay, the cane variety <10 419 yields about 40 tons per acre 
whereas the same variety in the O P. yields only 10 tons, the reason 
its that it is the factories in Bombay that grow the r own cane and 
they can afford to put in good quantity of manure and provide 
ample irrigation facilities. Low yield of cane is THE problem 
of the sugar industry. Its solution seems to lie in the provision of 
adequate irrigation facilities, supply of manure of the right type 
and in the requisite quantity, and of improved implements, Ckmtrol 
of pe^ts and diseases, prevention of soil erodon, introduction of 
Improved methods of cultivation and cropping are also very essential 
to increase the yield of cane per acre. At present our yield is 
one-third of Cuba, one-fourth of Java and on© fifth of Hawaii* 
The fact is that the best quality sugarcane can be grown only in the 
tropics, "the land of the burning sun and of the beating rain/ But 
90 per cent, of our sugarcane acreige is to be found in the sub¬ 
tropical areas, which is really a wheat tract. (2) There is maldis¬ 
tribution of cane cultivation, so there is sup rfiuity round pom© 
factories and shortage in others* The Sugar Control Acts in the 
O.P. and Bihar seek to rectify this situation by introducing the 
soning system and by reserving and assigning areas for each factory. 
Again, the price of sugaroitne delivered to the factories is much 
higher s-f compared with Java (3) Another can e of our high 
cost of sugar production is the short crushmg seaso u Therefore it 
Is also necessary to find early-ripening and late-ripenmg variwitiei. 
the Imperial Council of Agricultural Research is working on this pro¬ 
blem, (4) The milling effidenoy is also low on account of the 
^efretive size, design, lay-out and the unbalanced nattire of the 
jlii^ntj, And uneoinomic feke of several sugar mills. Recovery m 
Judi# te 10% as againct 119% in Java and 12% in Cuba. (5) 
l^loOAtion of several mills is unsatisfactory both from the point 



LAEGE SCALE ORGANISED INDUSTRIES 


m 

of view of the material and market relatiom« The U, P. and 
Bihar account for 75 per cent of the eugsr factorit-a and 81 
per cent of sugar production. In l>ombay, consumption ot feugar 
is the highest but production is very low; in Bihar, on the 
other land, consumption is very low and production is very 
large, and in Madras production is smalt and consumption Is very 
large* This involves unnecessary costly haulage. To remedy this 
defect a svstem of licensing of the factorirs should be miroduced 
on an alMndia basis and future ex action of the industry should 
be properly planned. (6) Another fundamental defret in the 
structure of our sugar industry is the divtree between the agrhut 
tural and the manufacturing sides, whereas the integration of 
the two is the normal feature in other countries. Our factorief 
do not grow their own sugarcane and, therefore, cannot regulate 
quantity and improve the quality. 

One of the most pressing problems of the sugar Industry 
is the one relating to the utilization of by-pnducts. Begasse 
used at present as fuel can be more eeonomica ly used for th# 
makirg of paper and pasta board. Then, the ever*accumulating 
quantiiies of molasses are becoming a nuisance to the factorks 
and a danger to public health. It can be used as fertilizer, 
cattle feed, for road surfacing and for the manufacture of 
power alc^ hoi. Out of 5*3 lakh tons of molasses made availa* 
hie annually by the sugar factories in India, 33 militon gallon# 
of power alcohol can be produced, whereas the present 111149) 
output is only 3 million gallons. With the utilization of by** 
products, price of sugar can be lowered and consumption inereasedi 

The quality of our sugar also needs improvement. Althougli 
the best quality Indian sugar is as good as the best imported 
foreign sugar, yet the average is smaller in grain, not so white 
in colour and lacking in uniformity of crystals. 

In India, conditions for the expan^»ion of the sugar industry 
seem to be particularly favourable. We hav^ an abundant supply 
cane and cheap labour. Our population, being largely vegefarja% 
jf>rovides a vast market. Oar present the per cipiii cimsump^ 
tion of 5 7 lb. per annum is insignificant as compan d with 105 9 
lb. in Australia, 105*4 lb. in Great Britain and 04 8 lb. ip 
the U- S. A. Even a little rise in the standard of living will open 
out a large field for further expansion. With the resources ai 
our command, we can aspire to be one of the biggest exportera 
of sugar in the world. 

10« War and Post-war Developmenft in the Sugar Industry* 

The sugar control was abolished from December 8 lJ47. Tl<ere w«a 
an infiuentiai body of opinion, especially in the official circles, which 
was des^lv opposed to the abolition of controls. But Mahatma 
Gandhi insisted on their abolition. His views prevailed with the 
Government and no catastrophe foreboded by the advocates of 
controls has overtaken the country. The decision to decontrol 
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sugar was indeed a bold and correct deoision. The decontrol 
seems to have solved many problems of the sugar industry 
concerning the manufacturer, the trader and the consumer. 

The sugar panel appointed by the Central GovernmenI announc¬ 
ed in September 1947, two major decisions, viz,^ an increase in 
sugar production and the establishment of additional units and 
their location. Instead of the normal production of about 10 lakh 
tons, the target fixed is about 18 lakh tons. For this purpose there 
will be expansion of existing factories, installation of new ones, 
development of sugarcane and the provision of better facilities for 
securing cane for the factories. Twenty new units with a capacity 
of ^00-l,000 tons a day have been allocated to the provinces and 
States. Another allocation of 25 new factories is also expected 
later. The number of factories in 1947-48 was 134. 

Like other Indian industries, the sugar industry has also shared 
in the production difficulties. For some years production has been 
falling and that for 1946-47 was, with the exception of two seasons 
1938-39 and 1941 42. tht‘ lowest in the last 12 years. Production 
in 1947-48 was ! 0,77 006 tons as against the peak production of 
12,49.000 tons in 1939-40. 

There are several factors responsible for this decrease in pro¬ 
duction. Production in Bihar suffered from floods, that in the D.P* 
from tho red rot and that in the Punjab from red rot and borer. 
Labour trouble caused a loss of 44 lakh tons. Control over gur was 
ineffective and sugarcane was diverted from the factory to the 
makmg of gur. Shortage of cane shortened the working season 
which was 90 days in the U. P and 70 days in Bihar as against 96 
days and 79 days, respectively, in the previous year. The break¬ 
down of the transport system seriously interfered with the move¬ 
ment of cane to the factories. 

The mill-owners had the feeling that the profits were being 
seriously cut down. The prices of cane had doubled during the last 
four years. Reduction in output meant higher costs. Protection to 
sugar industry, which was due to expire on March 31, 1949, has been 
extended for a further period of two years. It is a pity that af^r 
16 years of protection the industry still unable to stand on its 
own legs. It must be admitted that the progress the industry 
showed in the early period of protection has not been maintained. 
The fact is that unless the quality of cane is improvf d and its yield 
per acre h considerably increased and unless milling efficiency goes 
up and increased use is made of by-products to lower the overhead 
costs, our sugar industry will not be able to face foreign competi¬ 
tion. The sagar price in India is double the world price. Our 
industry, therefore, must be protected. But it will be necessary 
during tl e period of protection to fix the price of sugar and 
of (^ne, and limit dividends so that none of the parties is able to 
exploit the other. The Government must see that a determined 
effort is made to improve matters both in tae agricultural and 
manufacturing aspects of the industry. 
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The pwrtitioB had cut down the home demand by 2| lakh tone 
and hence a surplus of 2 lakh tons is expected in the seahsonj 194S* 
49. This represents a fundamenta] change in the pcsition 
of the industry. It Is not easy to dispose of this surplus 
because the price of sugar in India is much higher than the world 
price. Pakistan and other Mtddia East countries which are suit¬ 
able markets for our sugar, are buying it from Cuba, Braail, etc. 
Thus although the ban on sugar exports was removed in 1948, it 
was of no avail. The high price of our sugar is not only detrimen¬ 
tal to the industry but also to the country as a whole. The con- 
sumption of sugar inside the country is reduced and as the proipects 
of exports are Blocked we cannot earn foreign exchange which we 
so badly need for importing food and capital goods. 

11. The Paper Industry. In a couidry like India where the 
written word is still a mystery to millions of people, the paper 
industry cannot have the same importance as it has elsewhere* 
The modern paper industry owes its origin to Dr. William Carey, 
who, about a centurr ago, set up the first paper-making machine at 
Serampore on the River fiooghly* But the real beginning was made 
With the establishment of the Royal Paper Mill at Bally in 1867* 
Other mills f.)liowed : Upper India Cooper Mill, Lucknow (18791; 
the Titaghur Paper Mills near Calcutta (1882) ; Deccan Paper Mill 
Company (1885) ; Bengal Paper Mill Company (1889) ; Imperial 
Paper Mills (1892, taken over by the Titaghur Paper Mills in 1903). 
Mills set up in the post-war period were Indian Paper Pulp Oo. 
(formed in 191B and commenced operations in 1922), Carnatic Paper 
Mills, Hajahmiindry (1927) and Punjab Paper Mills at Jagadhri now 
Sri Gopal Paper Mill. More recently a mill has been set up in 
Assam, a paper pulp factory at Ohittagimg and several other mills 
were started in 1939. 

After 1918 the Indian paper industry suffered from foreign 
competition and was granted protection in 1924 f>articularly with 
a view to developing bamboo as a raw material. The results 
achieved vindicated this policy of protection. In 1932, therefore, 
protection was renewed for a further period of seven years when 
imported wood pulp was subjected to a duty of nearly Rs. 45 par 
ton. Again, in 1939, protection was extended for a fourth period 
of three years though the import duties were lowered. 

As for raw material, India abounds in different species of 
jrrasses but on account of these being intermingled with weeds 
and other impurities, their separation is either impossible or uo- 
eeonomicah Sabai grass was found to be the most suitable. But 
it has now been supplanted by bamboo as the staple raw material 
for the paper industry. Abundant supplies of bamboo exist in 
India where the conditions of exploitation are highly favourable. 
Bamboo-made paper is superior to grass-made paper, for it is singu¬ 
larly free from blemishes and spots and not only possesses imtial 
strength but has sufficient durability. India has not yet exploited 
her vast forest wealth for making paper. In the Himalayas there 
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iire vaiit stretohan of pioe, spruce And fir. Therefore, production of 
mechanical pnfp from indian wood has a brilliant future. Begasspt 
^ b> ^product of susrar industry, is another raw material, the plentifcd 
•applies of which are waiting to be used for paper making purposes. 

Indian mills have been spending large amounts in recent years 
In making adtiitions to and improvements m the equipment of their 
plant. But there are still some important defiobneies. Several units 
are smsller than the opt mum stJte. Much of the machinery is still 
* old if not obsolete, especially the paper«making plant; and the plant 
as a a bole is not a balanced one, for the pulp-making and paper* 
making capacities differ. 

There is now a wider range of output, and the quality is also 
not inferior to the imparted ones. They can now make almost eve y« 
thing except newsprint which has to be imported and our require¬ 
ments of newsprint are roughly 45,000 tons a year. 

The Piper Pulp Section of the Forest Research Institute, Dehra 
Dun, has been carrving on very useful experiments to further the 
devefopm mt of the paper industry in India It has been demons¬ 
trated that good cheap wrapping paper can be made by a mixture 
of indigenous mechanical wood pulp and chemical grass pulp. 
Kxperiments have been made for the making of wrapp.ng paper 
from grass palp and crdtft paper from chir and pines. 

There is a fairly large scope for the expansion of the paper 
industry in India. As dr.ve against illiteracy gathers momentum 
demand for paper is bound to increase. Our per capita consumption 
of paper was only 1 2 lbs. in 193S-39. In America it is 240 lbs. 

The effect of World War II on the Indian paper industry has 
been drastic. Extension of war to the Baltic cut off the foreign 
supplies of wood pulp. Imports practically ceased. Increase ici 
Government activity and other war requirements increased the 
demand. Mills were working at their maxitnitm capacity. There 
was a phenomenal rise in prices and large profits were made, Bui 
there was a serious shortage of paper and the public experienced 
great difficulty in obtaining their requireurents. The mills them¬ 
selves had to pay abnormally high prices for imported stores and 
dbauiieals. Severe restrictions were imposed on the use of paper 
for non-essential uses. 

Production in 1947-48 was nearly 1,443,000 cwts, as against 
ihe peak production of 1,959,000 cwts. in 1942-43. 

12* leather and Tanning Industry* The leather industry 
occupies a very important place in the national economy of every 
eountry and it has come to be oonsiderei as a key industry. 

India has the reputation of having a large surplus of hides and 
idrins. She supplies one third of the total goat skms to the tanning 
fcadnstry of the world. The normal production of India has been 
fixt at 22 million goat skins, 3 5 million sheep skins, 30 mxlUot} 
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cattle hideii and 3*5 million btiftfalo hides. The local tanning indtis^ 
try can absorb only about 75 per cent, of the cittlo hid\s a^id 50 
per cent, of goat and sheep skins and the rest h all exported. 

The leather and tanning industry can be broadly (jlansitied into 
two sec'ions ; the indigeinus and the mod’^^a A coH'* herahly 
indigenous industry must have existed in India for a long Ume 
to supnly the military requirements of the Indian Slaharaji-^ 
find Nawahs. It is even now wdddy spread in the country 
using locally ava lable tanning materials and prodiuong crude 
leatlHT to meet mostly the local demand It is confined to the 
depreseed ckeses. In Fast Punjab and Brngal the industry 
produces hagdanned buffalo solo leather for shoas ‘^lud tanned sheep 
ekins used for book-binding. Madras and Bom lay sped hze In 
semi-tauned leather almost excludvely for expert. Madras 

has bef n the home of Indian tanning indusiry for a long time, pro¬ 
bably due to the availability of a local shrub whose bark proved to 
f e an excellent matcriah JOiscov^Ty of the chrome process in 
America and the introduotion of machinery led to a doclme of the 
Indian tanning indu'strv and hides and &kin3 camo to be increasing* 
ly exported in a raw eonditim. 

In the roo<h rn B<*ction of the tanning industry are employed 
ecientitic methods of tanning us^d ju the AWst, and there is an 
extens ve U'46 <^f mechanicil ap[)bancvN. The G >vt‘rrjm'“*nt Harness 
atid8iddlery Faet )rv wan s t up at Kanpur in 1^07, and m 18id 
tin* Governrotnt assiwte \ fin in'-ially the est ibl.-Hh n nt of the Army 
Boot and Kqnipinent Factory of \b‘ssrs. Ail*^ i an i Cooper. Another 
nnportaut f ictory was the We^^tern Indian Armv and Equipment 
Factory at Bombay, Several others wer > also c&tibiished. 

The military requirementf^ have always loomed largo l>eforo the 
leat' er indusiry. Its origin lay in the military ntnx^s^ity. During 
the war ot 191448, the industry received a speoml stimulus and the 
manufacture of boots and shoes alter t!u> war was twenty limes 
greater than what it was before Wi rld War If, too, gave a epecial 
impetus to the further expansion of tho induatry. Plants vvero 
modernized and extended. The processes of tanning were consider¬ 
ably improvtd I ho vegetable proees.s has been aceelerated and 
or'cupies now tho most important The output was vastly 

increased. Messrs Cooper Alh’ns produced 2,000 pairvS dadv before 
tho war hut 19 0()o pairs daily during the war. The Bita Company 
(louhDd its output. Persons employed in harness and saddlery 
factories rose from 3,000 in 113 > to ab *ut 20,000 during the war. 

Today (1949) there arc 13 large euncerus using the latest 
processes and most modern mac him ry, and empl)ying about 
3i.OoO workeis, although there aie al out ?50 tannones in India. 
Nun ere us small tannories have also come into existence. 1 beno* 
menal development has taken plica in chrome tanning for shoe 
upper leather, l)ox and willow sides and box and wiIIjw calf 
from calf skin* The manufacture of new lines like leather belting^ 
roller skins, eto*^ has also been taken up. 
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The tanning processes, on the wh^ole, are quite defective. Nearly 
•0% oi the value of hides and sk’na is said to he last every year 
on account of defective fl‘t}irig and careless and dalajed curing. 
Also the salts used are iiiadequate and inferior. Marketing arrange¬ 
ments are also crude and meliicicnt 

The yearly output of shoes has been estimated at six lakh 
pairs of which one lakh is taken by the army. Shoe-a aking 
factories equipped with modern machinery are to be found in 
Agra, Kahpur aud (Calcutta, 

The industry has so far confined itself to the production of 
shoes. But there are several other lines that can be taken up, e.g,f 
fancy goods like handbags, suit cases, spoils goods and industrial 
requirements such as belting and cotton pickers. 

It is someiimes suggested that a ban should be imposed on 
the export of hides and skins as an aid to leather and tan¬ 
ning indufctry. But the existing modern tanneries can handle only 
about one^fifth of the raw hides and ona-tenth of the raw skins. 
A ban would simply make the bulk ol hides and skins rot and we 
ihall lose a major portion of Hs xl croros that we are getting 
every year from the export of hides an i skins. Unless we have 
tanneries ready to treat them at home, it will be a national 
loss to ban their export, As an aid to industrial dtveioprut tit it 
will be a case of placing the o^rt before the horse. In order to 
accelerate development of this induttry (1) Provincial Finance 
Corporations or other agencies should grant adequate firiincial 
l^sistance to set up modern tanneries ; (2; the Central Govern¬ 

ment should procure plant and machinery and chemicaia required ; 
and (3) a Central Training Institute, besides the provincial 
instituieB, should be set up to train young men in modern 
methods of tanning. 

In view of the fact that there is a vast market for shoes in 
India, that industrial development will increase the demand for 
leather goods for iadustiial purposes and that we have almo.st un¬ 
limited supplies of raw materials, the industry has altogether a 
bright future, Footwear consciousnei^s in India* is still very low. 
For some time the home demand will be enough to absorb any 
increase iu proitictiori, Posiioilities of export may also ope i 
out, 

13* Chemical Industries* The chemical induhirlcs are cf vital 
rational importance. Heavy chemical indu-try in a key m- 
dUBtiy par fzcdlevce. It is difiieulfc to think of any important 
mduBiry which does not use chemicals at one another. 

The Chemical Industries ^ub Committee of the National Planning 
Cb» mittee emphasized the fourfold import ujce of the cherniod 
industry to cur national economy : (a) in the country's defence, 
(?>) in providing artilicial fertilizers, (c) indispensabshty for the 
production of other induarial products and id) in relation to 
tmblio health. The importance of this industry can, therefor©, be 
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In flpito of the great impqitoQoe of ifaiitt tndiistry, we» in India, 
have made very little progress in developing it Although Measm. 
D, Waldie & Co, started manufacturing chamicaJs in India in 
the middle of the last century, yet the industry has bean estatbsh- 
ed in India only in the present century* We seem to ha fully 
one century behin 1* Some progress has bean made in the manu¬ 
facture of sulphuric acid, but as for alkalies i;ot much has been 
attempted, i.ack of knowledge and trained personnel are largely 
responsible for this slow development. Besides, the indUan 
market has been dominated by poAerful foreign combines* 

louring World War 1, production of chemicals was stimulateA 
to some extent, but no appreciable progress was made* The stimu* 
lu8 was soon lost, in 1928 the question of granting protection to 
the industry was referred to the TarijET Board, on whose re^ 
commendation protection was accorded to it in 19.11 which was 
further extended, though the import duties were lowered^ up to 
Slst March, 1946. 

The World War If gave a great pu^h to the chemical indus 
try* I'he Government specially interested itself in its develop* 
ment on account of its importance for war purposes. A survey 
of all the possibilities was undertaken. The Scientific and Indus^ 
trial Keeear h Bureau devoted much attention to the problems 
of the industry. A Government plant was erected. Manufacture 
of soda ash, aviation spirit and of a large number of drugs and 
several chomi-ais previously obtained from abroad was stait^ and 
the manufacture of old chemioaia like sulphuric acid and sulphate 
ofamnonia was considerably increased. But etdl the production 
of chemicals in India is insignificant as compared with those 
produced in America and some Europcau countries, like Germany, 
it is inadequate to meet the country’s needs. 

The industry h highly centralized, 2/3rd8 of the persons engaged 
in the industry Me to be found in Bengal and Baroda. Tbft oiipital 
investment in the industry is represented by its. 20 crores which 
compared with that in other countries is ludicrously small. Certain 
lines of the industry have been neglected whereas there is too 
much concentration in certain other lines resulting in duplication 
and keen internal competition. It is only in the case of sulphuric 
acid that bhe industry is in a position to meet the present require* 
menttt. 

PoBUwar DepdopmetUa. In 1945 the Government appointed 
two panels which, besides estimating the production of the various 
chemicals in the country and the need for them, also fixed targets 
of production to be hit within a fixed number of years. 

Seven major chemical industries applied for protection in 1048* 
47 and on consideration and in pursuance of the recommendations of 
the Tariff Board the existing revenue duties were converted into 
proteiartiVB dwties. Beeides. a subsidy of 2 per cent was granted on 
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The ohemioal Industry has aeverai grievamoes : (1) No uniform 
policy of taxing spiribuoos prepiraitoms in all provinces ; (2) the 
prevaiUng high rates of ratlvr ly freights for chemioais ; (3) the 
CUi?ktoma daty on import of ohemioal machinery and laboratory 
equipment and raw materials ; and (4) restrictions on exports. 

The Governirent facte rr at Smdn\ the biggest in Asia, planned 
to produce 350,000 tons of amnniouium sulphate is expected to start 
production m 11)50 fho Fertilirers aud Chemicals {iravancoie) 
Ltd., has also started placing its products in the market. The foun- 
datitm-stone of the National Chemical Lahoratiry has been laid at 
Boona. It will give a great fillip to scientifio research. 

There are, no doubt, certain hanHIioaps. We roly on imported 
sulphur, our deposits of sulphur being either inaccessible or not cap¬ 
able of economic supply. D‘posits of pyrite are also iOduffieient, 
But utherwi-e, the chi mical resources are fairly adequate. Accord¬ 
ing to the Indian Muaitions Board, India is well endowed fer tlie 
Slices development of chemical iniustnes bo h as regards 

materials and mark<:ts. We have gi»t large supplies of alum salts, 
limestone, njapnesiurn, and also eulphuno oios. We are already 
producing largo quantities of coke irom which coal-tar can be 
manufactured. We may, therefore, reasonably hope to manufaclure 
6ucces$rluliy various t\pe8 of acids, alkalies, disinfectants, dyes, vege¬ 
table and essential oils, coal-tar, etc. Our present dependence for 
essential chemicals on foreign feupjdics is dangerous and pitituh 

The peak production of sulphuric acid in 1945 was 62,550 tons* 
The present (1049) capacity is 100,000 tons and the Development 
Committee appointed oy the Central G iv era merit has suggested a 
target at 1’0,000 tons a vear to he reached in five years As regards 
rada ash, the total ouifuit m 1948 was estimated at 30,0 lO tons hut 
the impi rt8 were 90,00 ) tons. Production of caustic soda has also 
increased but the difficulty in the disposal of chlorine stands in the 
way ofTurthtr stepping up production. Production of bleaching 
powder has also shown an upward trend* 

14* Oil Crushing Industry* India is the largest producer of 
oilseeds in the world. But it is a pity that instead of crushing the 
seeds tor oil inside the omntry, large quantities of oilseeds are ex¬ 
ported abroad. India is the largest exporter of oilseeds in the 
world. Ibis is industrially unsound and economically unprofitable* 
The country not only loses manufacturers’ profits out is also deprived 
of a large potential weabh in the form of oil-cake which can be 
used a» cattle feed or ftrtilizer. 

World War I gave great stimulus to the industry. During the 
war perod the average exports of linseed oil, groundnut oil and 
castor oiUncrea'ifd by 443%, 150% and 60% respectively. The indiis- 
try has made considerable progress since then. There are about 500 
big pil mills aod about 1,0 jO medium-size mills in operation for 
crushing seeds in the various parts of the oountry* The mills cater 
to tibsi needs of the townepeopie smd oil fiar expost* 



tmmmiJuA omAmzm immmtm 


m 

la additioa to ikmB tho iadlgoaoua oil milli ran by ballookf or# 
workia? throughout tha ooautry^ Thus iiameasd quantities of oil 
are mauufaoturad in the oountn*. But this oil is full of impurities 
and has not got a good colour bo that it can he put to limited uses 
only. 

There are several handicaps from which the Indian oil industry 
Buffers. In the first place, there are high tariff walls in other 
countries against oils, whereas the oilseed- are admitted free of 
duty. Ihis tncourages the export of seeds from ind a and die* 
courages the export of oils Secondly, the freight on oils is higher 
than on oilseeds, which makes it more economical to export oilseeds. 
Thirdly, oil-cake finds a better market in Europe than in India. 
Very little oil-cake is used in India as fertilizer and as for its use as 
cattle feed, In iians have a deep rooted prejtidioe against oil-cakes 
made by machines. Lisily, the export of oil requires special ship^ 
ping facilities, e.g., tankers for bulk export, whereas export of seeds 
does not stand in need of any special arrangements. 

World War II, having created difficulties in the way of exports, 
afforded great opportunities for the development of the oil industry 
in the country. Already modern proctSsses and efficient plants are 
being extensively used. It is necessary to extend such improvements 
still further. Almost unlimited supplies of the raw material are 
available. Preponderance of agriculture and a huge livestock should 
coDfetitute a vast market for the oibcake. Od is a necessary ingre¬ 
dient in the making of soap, glycerine, lubricant, paint, ghee and 
varnish industries. Its u-e is oapibie of further exiensum. But 
if the induj'try is to be placed on a sound footing, standardization 
of oil and oil-cake will be essential. Besides, educative propaganda 
will be necessary to persuade the farmer to use oil-cake as fertilizer 
and convinoo him that machine-made cake as cattle feed is quite 
wholesome. 
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LARGE SCALE INDUSTRIES (Conid.} 

L Glams Industry. Glass industry In India is of great 
antiquity, it is believed to have been in existence centuries before 
Christ, Pliny testiSes to the superiority of Indian glass, and Sir 
Alfred Cbatkrton speaks cf the Indian glass industry as being an 
established industry in the sixtemth century. But primitive 
methods, bad materials and crude products were the main character¬ 
istics of this old industry. 

The Indian glass industry, as in the case of so many other 
Indian industries, has two well defined sides : (1) the indigenous 

and (2) the modern The indigenous side of the industry is mainly 
concerned m the making of bangles and is widely spread throughout 
the country, especially the U.P„ in Bombay and Madras Presidencies, 
But the real home of the cottage industry is in the Indo-Gangetio 
basin with its large supplies of skilled labour; coal and saltpetre, 
and there it is concentrated at Etah, Fatehpur and Firozabad, 
especially the last. Belgaum in the South U another centre. At 
Firoaabad there are about ID) regular glass-making factories But 
more modern tastes and competition from glass factories turning 
out better bangles, especially competition from ’silk* bangles made 
in Japan, are hastening the decay of this industry. 

World War I proved a blessing to the infant industry. The 
number of factories rose from 3 in the pre-war to 20 in 191B. 
After the war the industry was able to pull on* The output between 
the two wars increased by 250%. The value of imports declined. 
However, tiny factoi les outside Firozabad were dragging a precarious 
existence. World War 11 arrested the decline by affording a welcome 
respite' from foreign competition. 

Modern Qlaaa Industry, The modem factory industry dates 
from the ^nineties of the last century. These pioneer attempts failed 
chiefiy on account of lack of experienced management and skilled 
labour, wrong choice of site creating difficulties in procuring sufficient 
supplies of some essential materials and difficulties of finance. But 
the Industry somehow struggled on till World War I came to its 
rescue. After the war, however, revival of keen foreign competition 
again put the industry in difficulties, The Tariff Board in 1932 
recommended protection for 10 years, but the Government rejected 
the claim for protection on the ground that sufficient supplies of 
indigenous raw materials were lacking and that the industry had to 
rely on imported soda ash. This decision caused bitter disappoinment. 

World War 11 helped the industry a great deal. Several new 
required by the Defence Department were evolved by the 
tec^indiogitts and handed over to the indoinitQr Ibr 
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xegnW pmdttofeioa. tinder the gtiidaaoe of the taohnologists, fhmaeei 
were improved, numerous glass shaping, refining and deeorating 
plants installed. Factories with modern equipment were set up at 
Qhaz abad, Banaras and Firozal ad. For the use of the oottage 
industry at Firozabad, a gas plant was set up. Technical improve¬ 
ments of fundamental character were effected. Several new lines 
were initiated, e.g., stoppered gl>*B8 bottles, glass t-Hdes for micro¬ 
scopes, prismatic glass, opal shades for use aboard &bips, tinted 
spectaole^j, etc. The Indian g'ass factories now manufacture tamp 
chimneys, globes, tumolers, jars, fljwer pots, bottles, sheet glass, 
electric bulbs, boiler gaugeir, steam ware, hospital ware, etc. Foreign 
Ijaports are being rapidly replaced. 

Annual production of Indian glass industry has been valued at 
Ra. 200 lakhs and there are about 100 factories, meeting about 60% 
of the home requirements. Most of the Indian glass works are 
small and there are a low large works, too, e.p,, Allahabad Glass 
Woiks at Naini, the U. P. Glass VSTorks at Bifajoi, the Ogale Gla^ 
Works in Aundh State, Bombay Presidency, and the Paisa Fund 
GlaBs Works at felegaon near Poona. The main centres of the 
industry are in five provinces—the U. P., Bengal, Bombay, the 0. P. 
and the Punj tb. 

The glass industry in India should have bright prospects. 
Indian market for bangles and other glassware is quite vast. SujQS* 
cient trained persoantl are now available. Electricity can supply 
cheap power. Major raw materials in eufScient quantities are also 
available, only soda ash has to be imp )rted India has plentiful 
supplies of suitable sands soattere i in vmnous parts of the country. 

Post war Demlopmenta ^ Targets for post-war developments 
have been fixed: For f-heet ghss 42 million square feet against 
present 20 million square leet, for glass shells 25 million pieces 
against the present 14 million piect^s, while the scope for optical 
glass and scientific instruments is unlimited as the present production 
ia negligible. 

But if the industry is to rise to reasonable heights, it will have 
to get rid of the present shortoomiuiiifs. It must rationalize itself 
and effect necessary reforms. Its products are inferior, lack finish 
and are often detormed. LHtle attmtion is paid to quality. There 
is no scientific c introl over pro luctio i. Little progress had been 
rraJe in techioque an i the applic lion of «cieiitific methods. There is 
no marketing organizition w rth the mime Every effort should be 
made to tdim the level of effieienov. Now that the Central Glass 
and Ceramic liesearch Institute has been established in CdvJiitta and 
has started functioning, we may look f(»rwarcl to the introduction 
of scientific methods. The functions of the Institute are testing, 
grading and standardkation of raw materials and finished goods, 
survey and identification of raw materials, improvement ia existing 
operations regarding furnaces annealing, composition of 
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oollectioa and dissemmation of irifortoation* This development 
augurs welt for the industry if offectivo liaison is maintained bet<ireeu 
the industfy and the Institute. 

Although it is necessary for the industry to put its own house 
in order, yet Government a^isistanoe is eqna'ly ©ssentiah A reason^ 
able assurance of protection must be iuld out. The Goverament 
should also secure the services of foreign expeits. The industry has 
a bright future, nationalisation, consolidation and scientitio im^ 
ptovements are essential. 

2. Cement Industry. The Indian cement industiy is a fas¬ 
cinating study both from the point of view of its phenomenal 
development and unique organization. It is an industry without a 
past Though young in \ear<*, it has already grown to full stature. 
From a manufacturing capacity of 85,000 tons m 1914 16 it increas¬ 
ed its eapiacitv^ to 581,000 tons in less than 10 3 ears in 1924, % e. 
583 0% increase. The Indian factories m 1914 satisfied only H% of 
the homo demand whereas in 1937 the corresponding figure was 97%. 
Few industries in India, except perhaps sugar, can show a record 
of so rapid a developn ent. 

The first cement factory, which owed its origin to the enter¬ 
prise of South Industrials Ltd., Maora^, commenced operations 
in 1904 But its methods being not technically efifioent, the 
factory had later to close down. The rt-al foundation of the in¬ 
dustry was laid in 1912 13, vben three factories vero set up. 
They had hardly commenced operatione, when World War i 
broke out and the Government assu ned'"control of production. 
The prosperitv of these c>mptniei led to the establnbrneut of 
seven more factories, and the existinj factories doubled their capa¬ 
city between 1919 and 1922 As a consequence, productive capacity 
exceeded demand and cut-throat competition ensued, under which 
most of the co corns had to suffer. To overcome its difficulties, 
It applied fur protection in 1924, But the Tariff Board refused to 
recommend protection on the ground that the misfortune® of 
the industry were due to overproduction and internecine competi¬ 
tion. The Board, however, recommended bounties on the consign¬ 
ment of C 6 nrif*jnt to certain ports and railway Btationa under 
certain conditions. This the Government refus^.d to accept* 

But the Board’s sui 2 :g<=» 8 tion to the industry for closer co¬ 
operation was readd v accepted. In 1927 the Concrete Association 
of India was forme! to carry on propaganda an i educate public 
opini m in the use ofieraent. The Ass ciation certainly created 
‘cement mindedness’. The formation of the Cement Marketing * 
Co. in 1930 was the next step. It centralized the selling arrange¬ 
ments and assignfd quotas of production to the various factories. 
But the system was defective inasmuch a® mo^t of the factories 
had to work below capacity and even the least efficient ones were 
aasigned a quota. A merger was, therefore, established in 1936 
under the name of Associated Cement Cos., Ltd., (A.0.0*)t But 
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the advent of tiie Dtdmia Gronp in 1936 made a breach in the 
integration d the cement indnstry. Ludiily an arrangement 
was arrived at between the two groups and a joint selling orgat^ta* 
tion was set up. The cement industry in India is thus strongly 
organized both on the productive and distributive sides. By 
rationalizing itself the cement industry has given an ezoeUent 
lead to other Indian Industries. India has become almost self< 
supporting in cement. 

The location of some of the cement factories in India is not 
quite favourable. Proximity to raw materials is there. Bat the 
factories are sitae ted far from the ooahfields. The nearest faotoiy 
is at a distance of 200 miles, and several factories are at a distanee 
of more than 1,000 miles. No cement works up to 1925 were 
situated within 350 miles of Calcutta and 250 miles of Bombay, 
and these two ports and their surroundings used more than 
half the cement consumed in the country. Most of the cement 
works were thus seriously handicapped by their remoteness from 
the chief consuming centres. The Dalmia Oroup, however, did 
not suffer from these defects to the same extent. At present the 
industry is concentrated in three provinces,—Bihar prodnoing 
598,000 tons, Madras 360,000 tons and the O.P. 250,000 tons. 

Indian market for eernent is still largely undeveloped, liondon 
alone consumes more cement than what is consumed by the whole 
oi India. Till a few years ago the use of cement was confined 
to heavy structural items of engineeripg oonstrnotion, but thanks 
to the propaganda carried on by the Concrete Association, recently 
more delicate and every-day uses have been found for cement. 

World War II gave a great stimulus to the cement industry. 
But expansion of industries and (Government requirements for war, 
especially for A. E. P. work, created a new demand. After 
the outbreak of war the work of military oonstruotioi) was speeded 
up and it required large quantities of cement. Also demand 
appeared from the overseas markets. On the whole, the cement 
industry has made steady progress daring the war period. The 
public has experienced an acute shortage of cement. Bestriotions 
were imposed on civilian consumption. Eighty jper cent of the pro* 
duotion was requisitioned by the Government for its own use and 
only 20% was left for public use. Prices rose high. The A.0.0. 
extended their factory at (Goimbatore adding 50% to its prodno* 
live capacity. The output increased considerably. 

PosUwar DevtloprmnU. The peak level of production of 
cement was attained in 1941-42 and since then production has 
been on the decline. Production for 1946-47 was the minimum 
BO far. Among the reasons responsible for the decrease in pro* 
duotion may m mentioned labour untest, nncertain polirical coq. 
ditions, preoarious and short supplies of coal, transport diffienlties 
and wear and tear of the plant and machinery on account of the war 
strain. Production in 1948 has been put at 1,046 million tons. 
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Itie ondiTided India had an installed oapsoity of 2‘6 ntiUihii 
tons bnt as a result of the partition the Indian Dominion inherits 
the oapadty of 2*2 million tons. We left five factories in Pakis* 
tan out of a total of 24. 

An ambitious programme for the expansion of the cement in¬ 
dustry was prepared, according to which supply was expected to 
eatoh op demand in 1948 49. Pr^uction was to be doubled by 1962. 
The Schemes had lo be reviewed ooosequent to the partition of the 
country. As a result of this revision 32 schema will operate in¬ 
creasing the installed capacity to about 6‘5 million tons a year. 
The location of the new units has been planned ou a rational 
iMds. 

3. Match Inditttry. The Indian match industry is of a very 
reoeut growth. The only successful factory up to 1922 was the 
Gujrat Islam Match Factory established at Ahmedabad in 1895. 
All other factories started during the pre-war period had to be 
wound up either on account of financial difficulties or igncranoe 
and inexperience of the management or on account of wrong choice 
of the site. 

The year 1922 was important in the history of the Indian 
match industry. In that year the import duty on matches was 
rai ed to Re. 1-8-0 per gross. Although the duty was imposed 
primarily for revenue purposes, it did afford substantial protection 
to the Indian industry, and under its shelter several factories were 
set up. The industry took long strides and between 1928 and 1938, 
the number of factories more than trebled. ’ 

The match industry, finding itself in a difficult position in 1927, 
applied for protection. But the only relief recommended by the 
Tariff Board in 1928 was the conversion of the revenue duty into 
a protective one, thus ensuring its continuity The bewailings of 
the Indian ooncerns, however, against the throttling comf etition of 
a gigantic Swedish combine working in India, did not receive anv 
sympathetic ooDsideration. 

The Indian match industry has the advantage of a large home 
market estimated at 17 million gross a year and a plentiful supply 
of cheap and fairly efficient labour. The industry has also made a 
very rapid progress. Not long ago, we relied on imported matches. 
But we are now practically self sufficient in our requirements for 
matches. Production of matches in 1947-48 was 18 million griMs 
as against 16 million gross nearly in 1946-47. The peak produmion 
however, was 23 million gross for 1940-41. ’ 

But the disquieting feature in the Indian match industry is the 
dominance of the all-powerful Swedish combine controlling about 
79% of the world match market. Development of the IndiaQ 
)«at«h industry is largely the development of this foreign oonoeru. 
This strong rival of the Indian oonowns jumped over the tariff waSi 
and launched an ambitious programme of setting up a niimbw of 
fsotories in India. In 1928 it had only four faotoriM,]tot now it owns 
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aboat A dosea of them. Bren by 1926 it had oaptored 60% of the 
Indtaa market. It has einoa lantrenohed itself more atroagly. By 
the adoptioa of anfair methods, it has already taken a toll m 
many indiaa oonoerns. Its reoeat roounstraatioa with rupee capital 
with a few dummy lodiau directors oa the board hardly changes 
the situation. 

4. Tea hadostry. India enjoys the enriable position of being 
the largest exporter of tea in the world, si^piying more than 40% 
of the world demand for tea. It is a different type of industry, 
representing a oombination of agriooltara and industry. 

For a long time China tea was supreme in European markets. 
It was in 1820 that indigenons tea was discovered in Assam The 
Fast India Company started an experimental garden in 1836 which 
was sold in l840 to the Assam Co., which even today is the laige- 
est oonoern. Since then the industry made rapid progress. The 
Chinese tea was gradually ousted from the European markets. 
Between 189(}>97 and 1938-39 exports from China decreased by 90% 
and those from India increased by 132%. 

Cultivation of tea depends solely on climatio oonditions. Tea 
gardens are found in Assam, Bengal, Bihar, Sonthem India and Nor¬ 
thern India. Bat they are largely oonoentrated in West Bengal and 
Assam. Of the total area under lea in the Indian Onion ot 730,000 
acres, nearly 73% ooours in Assam and the two contignons distriots 
of West Bengal; 20% is accounted for by South India. Production 
of tea in India has in recent years suuounted to 640 million lb. 
per annum nearly, North India, Bengal and Assam oontributing 
about 80% and South India’s share being 17 or ie%. The pro¬ 
duction in 1947 tonebed the record figure of 545'd mUlion lb. as 
against 637'3 million lb. in 1946. 

The yield of tea per acre varies from pro'vinoe to province, the 
highest being 728 lbs, per acres in Assam and the lowest 44 lbs. in 
Uarhwal. The standard of tea cultivation in Kangra Valley is said 
to be vary poor. It is suggested that the East Punjab Government 
should periodioally plaoe the services of scientitio advisers at the 
disposal ot the tea growers^in Kangra. 

The domestic market for the tea industry is comparatively 
undeveloped on aooount of prejudice and poverty. Therefore, &e 
discovery of new foreign markets and the expansioa of the exist¬ 
ing ones is the very life and the soul of the tea industry. Boonomio 
depression in the ’thirtiee hit the tea industry very hard. On the 
one hand, there was over-production in all the tea-growing 
oountries and, on the other, policy of aggressive eoonomio national¬ 
ism resulting in stringent restrictions on imparts and the lack of 
foreign exohange cat down the demand. There was a oatastrophio 
fall m prioes, 1932-33 being the worst year. To save the industry 
from utter roia, an international agreement was entered into In 
1933 for five years among the principal tea-producing countries of 
the world. The agreement was renewed in 1938 for the next five 
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years. Under the agrehment export quotas srere assigned to the 
eontraeting oonntries from year to year. 

The key to the probleoui of the tea indnitry will be foond 
in India itself. At present the consumption of toe in India is very 
small but the teeming millions of India offer almost a limitless 
maricet. The Indian Tea Market Expansion Board has been carry* 
ing on a publicity campaign by opening tea shops, distributing free 
cups of tea, selling pice packets, through travelling cinemas, de* 
monstrations and advertisements in the Press. It bias been trying 
to fight the double prejudice, t.e., prejudice against tea drinking 
based on the opinions of quacks and pseudo-medioal men, and 
secondly, the belief that tea comes from gardens where Indians are 
treated worse than slaves. It is hoped that sustained propaganda 
will pay in the long run and the home market will expand still 
tother. The present (1949) consumption of tea in India has been 
put in the neighbourhood of 160 million lb. It has almost doubled 
daring the last 10 yean. 

The Indian tea industry has endeavoured, fri>m comparatively 
early times, for improvement of both the quality wad yield of tea 
by scientific research. The Indian Tea Association established in 
1911 a research station at Tooklai which has been doing very useful 
work. A commission undw F. L. Engledow, of Cambridge, made 
useful recommendations for intensifying research and adding its 
utility to the industry. A closer contact between the research 
station and the management of tea gardens wilt be highly beneficial. 

World War II bad an unsettling effect on the tea industry ; 
the continental markets disappeared, prices fluctuated and export 
quotas had to be revised. But when Japan entered the war, im¬ 
portant sonrees of supply like Formosa, China, Japan and Cutch 
East Indies were closed to the United Datjons. The demand for 
Indian tea therefore increased. The war with its strain and fatigue 
vastly increased the demand for tea from the U.S.A., tho U.K., 
AnstiaUa and the Middle East coontrim. Throughout the war the 
Indian tea industry bad enjoyed a measure of prosperity. Neither 
production nor distribution raised any serious problems. Market 
was assured and the price was good. Labour troubles were practi* 
oally unknown. 

When the war was over, the manufacturers became nervous. 
But the circumstances made the tide to flow still in the industry's 
favour, as the British Ministry of Food was anxious to secure S60 
mUlion lb. of tea. 

The tea iudustry has continued to complain of the shortage of 
tea obests. The home production is estimated at 2 milljnn diests 
whereas |tbe industry requires 4*6 million chests. The tea chests 
(M local moke are not only numerically insufficient but also qoali* 
tatively poor. In order to encourage plywood industry to fill the 
gap the revenue duty of 30% has been changed to a proteotive 
duty of 26%. The it^ustry has dso experienced a Shortage of 
farwiEsn, bemg supplied only 30*35% of its normal reqairements. 



of the country hm uffacted the tea industry in this 
manner. As a result of the referendum some 90,000 tea growing 
acres have fallen to the share of Eastern Pakistan. 

The biggest headache of the tea industry is caused by the fear 
of approaching world surplus, which according to experts is inevit* 
able by the middle of 1949. On the other hand, costs have gone 
very high, being two and a half to three times the pre-war level. 
When, therefore, the consumers have a wider selection, higher oort 
of Indian tea may be a ferious handicap for it to compete in the 
world markets. Our producers must, therefore, concentrate in 
the production of quality teas. Onless we are able to adjust 
our costs to prices, there is a real danger that the industry may 
be enguUed by a depression similar to that of !93L 

During the next four or five years we may expect a keen 
competition from Japan, Formosa, China, Ceylon and Indonesia, 
the fatter two being the strongest rivals. Vt e must therefore re¬ 
duce costs, improve quality and also packing. In the last analysis 
quality and price alone will determine the future of Indian tea. 

The tea industry is singularly free from labour troubles which 
shows that industrial relations on the plantations are smooth and 
satisfactory. The Industrial Committee has decided to draw up a 
separate labour coda for workers employed in plantations, because 
Oldinary industrial legislation cannot be wholly applicable to planta* 
tions on account ot peculiar conditions of employment there. 

5. Tobacco Indus^. India is indebted for tobacco to th< 
Portuguese who are believed to have introdueed it here in thi 
beginning of the sixteenth century. The importance of the tobaec< 
industry in India can be judged from the fact that the anntta 
value of the crop has been estimated at Rs. 18 crores. India i 
the largest producer of tobacco, next only to the U.8 A» 

Tobacco in India is grown in five well-defined areas ; {!) Nort 
Bengal area producing tobacco suitable for cigar, cheroots hooq 
and chewing ; (2) the Guntur area in Madras growing Vitgini 
cigarette and pipe tobacco ; (3) North Bihar area for chewing an 
cigarettes; (4) Gujarat area in Bombay and Baroda mainly it 
bidis ; Virginia tobacco is also being attempted; and (5) Nipki 
area consisting of Belgaum and Satara districts of Bombay an 
some neighbouring States. But, besides these special tobacoo-groi 
ing areas, tobacco is extensively grown in all parts of the connti 
for local consumption. Tobacco grown in India is partly man' 
factured in India and partly exported. The Indian Leaf Tdiiaei 
Development Go. is the biggest purchaser and accounts for tno 
than h^f of the total crop. Numerous factories have been set t 
during the last 20 years for manufacturing tobacco. CSgars aj 
cheroots are specialities of Madras, bidis are made in almost 
principal cities but Poona, Jubbulpore and Nagpur are the ch 
centres. It is a very flouriahing cottage industry in Sue 0. P:, ptov 
ing emptoyinent for about 50, 0(K) peiione, Hooqa tobacco is ms 
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most ererywhere but Biuupur^ Qor&khpur« l^okuow aud JDolbi 
% specially famous for it. Belbi aud the O. P. also speoiatise lu 
i&wing tobaodo and Madras aud Mysore iu snuff. Bat there being 
» standardiasatioa, the qualities produced in different places differ. 

Vigorous attempts bare been made in recent years in improving 
e quality of tobacco grown in India and for exploring the possibi-* 
ies of growing superior varieties In 1938 the Imperial OounoU of 
[ricultural Research established a tobacco sub station at Guntur, and 
fricultural Departments in several provinces have set up their own 
search stations The Indian Leaf Tobacco Development Oo. itself 
a done a lot in improving Indian tobacco grown in various parts 
the country. The Mysore Tobacco Oo. has stimulated the oulti- 
tion of Virginia tobacco in Mysore. 

Steps have also been taken to improve marketing of tobacco 
India. The Indian Tobacco Association, representing the growers, 
alers and manufacturers, has been established to assist the trade 
standardizing and preparing the tobacco before marketing. The 
fcdras Commercial Ckops Markets Act of 1939 seeks to regulate 
irkoting practices in tobacco. 

6. Industry . India produces 49;0D0 to 50,000 tons of lao 
»y year and it is chiefly used for polishing farmture It is also 
d in gramophone records, for filling hollow gold and silver orna* 
nts and for lacquering wooden toys, penholders, etc* For 
these purposes India can hardly consume 3 per cent of the total 
Kluction of lac in the country and the rest is all exported, the 
S. A. being the most important customer. 

The development of the lac industry has been stimulated by 
» Iprawth of the gramophone record industry which consames 
mt 40 per cent of the world production of lao. In India about 
) tons oi lao is consumed annually by the gramophone record 
lustry. 

Besides gramophone records, lac is utilized in foreign countries 
the manufacture of French polish, floor varnishes, insulating 
oishes and cements, grinding wheels, hats, leather dressings, 
et finishes, etc. This shows what a wide field lies open for the 
elopment of lao industry. We are yet far from maJdng fuU use 
this valuable material. The Indian Lac Research Institute at 
nkum in Bihar is doing useful work in suggesting new Openings 
the use of lao and improving its cultivation, 

7* Cinema Industry . Film industry is one of our youngest 
istries. It celebrated its silver jubilee in 1939. But it has 
sloped very rapidly and already it has come to occupy the eighth 
m among the Indian industries. Its annual contribution to the 
^al and provincial exchequer amounts to Rs. 1*21 orores^ 
entertslnmeiit tax yielding about Bs. 40 lakhs yearly. About 
tmporwaoe of the film industry in IndiOi therefore, there eemiet 
he meet doubt. 
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nw fint Indiwi film “Hatinh Chandra” was prodnoed fo 1913. 
The adrent of the talhiee accelerated the derelopmeot of the industry. 
There are about 160 companies engaged in producing films and there 
are about 60 studios, the more important centres being Bombay, 
Calcutta, Madras and Poona. But Bombay acoounts for two-thii^ 
of the total number of films produced in the country and is, th«re> 
fore, entitled to be called "India’s Hollywood.” In addition to 
about 600 touring cinemas, there were in 1943,1,460 permanent 
cinema bouses. The gross annual income from Indian films has 
been ^ttimated at Hs. 2*40 orores. Capital inTestment in the juo* 
dnction and distribution of films has been put at Be. 8 crores, the 
yearly expenditure on production of films being Be. 2 crores. The 
numto of distributing companies is about 160. 

But so far we bare confined our activities to the production and 
distribution of films. For raw films and cinema equipment, we 
exclusively rely on foreign countries. The increasing demand for 
films in India should open out quite a promising field for some 
enterprising Indian industrialists to take to manufacture dPraw 
films and cinema equipment. 

Presiding over the sixth ordinary general meeting of the 
NatioLal Studios in January, 1946, Mr. J. K. Shrof sounded a note 
of warning to the industry. According to him, "Our stndios are too 
small, while production is haphazard, ill-conceived and governed by 
personal whims and fancies. ” In order to ensure orderly growth 
and eliminate wasteful competition, the industry must be properly 
organized. 

8. The Rayon Indust^, Though the rayon industry in ZncUa 
is still in its infancy, yet it has rapidly grown and come to ooonpy 
a very important place in onr economy. Among the textile indos. 
tries it is next to cotton textile icdnstry in importance. 

It was only in 1936 that rayon weaving industry was started 
on an organized basis to take advantage of protection granted to 
cotton industry in that year. Up to 1936 rayon yam was used only 
by the handloom weaver or by the milte in Sari borders. Pr^uotion 
of pnre rayon piece-goods was insignificant. But within a few years 
after 1936, several rayon weaving mills were set up to turn this infant 
industry into a major textile industry. Since the removal of control 
on the imports of ra;on yarn many more miUs have been established. 
There are at present (1949) 300 such weaving mills working on ISfiOO 
loom*. But the capacity of the industry is being rapidly enliu^ed 
by the new entrants as well as the extensions efieoted in exisi^tiB 
milk * 

The real silk manufacturers and the cotton textile manufacturers 
were at first vay nervous at the establishment of the industry. But 
expaienoe has falsified all their fears and it has now been proved 
that re; on prodnots have a distinct market of their own and do 
not in any way impinge on the sphere of other textile industries. 

The trouble about thk industry is that it entirely depends tm 
the imparted yum which mostly oame from Japan and to mm 
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extwt from Itftly. It has got a 7017 preoarioas existeaoe. It is 
really a miraole how it polled tbrongh the longest war in history 
when all supplies were totally oat off. Now that the industry has 
come to stay the Qorernment must do all it can to rid it of tUi 
dependence. Three units are already under oonstruotion in Bombay, 
Traranoore and Hyderabad with an aggregate capacity of 16| tons 
of yam per day. But our normal requirement is 70 tons pw day. 
Thtt gap must be filled up to make us self> 3 uffioient. Two more 
sdtemes for the manufacture of rayon yarn are reported to be under 
notitre oonsideration, one in the U. P. and the other In Mysore, 

9 . Silk Industry. The position of silk as a cottage industry 
has already been reviewed. Up to 1830, India used to export large 
quantities of silk goods but we have seen how Indian silk goods came 
gradually to be ousted both from internal and external markets. 
We have also noticed how recently Government tried to help this 
industry through protection and otherwise. 

Besides the cottage industry, silk factories have also been set 
an. But with a few honourable exceptions like Sassoon and 
Auianoe Silk Co., Bombay, most of the factories are comparatively 
of a very small size working with a few hundred workmen. These 
hetories have to rely almost exclusively on silk yarn imported from 
abroad, especially China and Japan. But there are several large 
tracts in India suitable for sericulture. There is no reason why 
aided by scientific research India should not be able to dispense 
with the raw silk and silk manufactures imported from abroad. 

The raw silk consumption in India has beeu estimated at 4 
million lb. of which normally 50% is met by borne production, 
nie Government has prepared plans to step up production to 3'2 
million lb. by 1951*. A Central Silk Board has been set np to guide 
imd encourage the industry. 

The disturbed conditions in Kashmir have hampered the pro- 
luotion of silk fabrics. 

10. Wool Manofoctores. Apart from the woollen cottage 
ndnstry which we have already discussed, woollen mill industry in 
ndia has also been developing to some extent 

The first wooDen mill was set up in 1876 at Kanpur. A few 
DiUs were established in the next decade ; the most important being 
he Egerton Woollen Mills at Dhariwal, World War I gave some 
timulns to the industry and three mills were set up in Bombay 
letween 1919 and 1921. Severe foreign competition led to the liqui- 
lation of some mills in 1924. In the ’thirties the woollen industry 
FOB in the grip of depression. But the Government could not see 
ts way toacoepUng the Tariff Board’s recommendation in 19.34 for 
iran^ug protection to the industry. Instead a grant of Rs. 6 lakhs 
iurmd over 5 years was given for the development of the (mttage 
rooUen industry. 

The woollen monufacinres include fiannels, serges, tweeds, broad 
tetht ^be mills use largely Indian wool and 
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mly for fine^r fabrics they have to d^'pend oo Aodtralian wool 
Bombay, Kaopur, Bbartwal (East Fttrtjab) acid BaDgalote ar© tbo 
chief centres of the iudustry. 

The Indian climate being more suitable for cotton than woollen 
cloth, the |>o88ibilifcies for the expansion of thfc woollen industry are 
not so big. But considering iarji© impoftM of wool, raw and manufac¬ 
tured, there is considerable field for further expansion of the industry* 
No doubt Indian wool is inferior but bupt^rior wool can be imported. 
Several other countries have developed their woollen industry with 
imported wool and there is no reason why this industry should not 
be further developed in India, Our mills at present satisfy only a 
fraction of our total demand. 

World War II gave a great fillip to the woollen industry. The 
woollen mills in India worked to their maximum capacity to meet 
^be clothing requirements of the growing Indian Army. Production 
of woollen goods during the first half of 1948 was estimated at 1P3 
million lb. The main problem facing the indubtry in increasing 
production of finer counts is the shortage of woollen tops (merino) 
which are imported exclusively from Australia* 

11. Salt Industry . can be manufactured in many parts 

of India. Only in Bengal, Bihar and Orissa it is difficult to manu¬ 
facture it on account of damp climate and the fresh Ganga water 
pouring into the sea making it difficult to make salt by evaporation. 

There are two sources of salt in India, (1) Brine salt chiefly 
from Sambhar Lake m Rajputana ; and (2) sea salt factories in 
Bombay and Madras, 

The salt industry was given protection in 1930. The salt 
duty was continued up to 1938, although it was progressively 
reduced. With the resources at our command, India can easily hope 
to become self-sufficient in salt. 

The Gandhi-Irwin Fact, 1933, gave an individual the right to 
manufacture salt for his own needs. This Pact was amended in 
1947 which safeguarded this right for individual requirements and 
for local sale under express provision. 

During the war the output of salt increased from 1*8 millicm 
itotis to 2‘2 million tons a year and it is hof>ed to increase it to 3*2 
million tons within a decade. 

In recent years the salt position as regards supply, price and 
quality has been very unsatisfactory. India’s position has been further 
weakened with regard to salt by tb© partition. The loss of the rich 
Punjab Sah Range and Khewra mines for India has meant a loss 
of 25 lakh maunds of rock salt. Rock salt is very popular. Th© 
unpleasant fact of the partition is brought home to the masses in 
India when they have to take dirty-looking salt from Sambbar Lake* 

It is necessary for us to take stock of the situation now and 
work for the realkation of the ideal of selLsufficiency in tb© cours© 
of a few years. Our average per capita consumption is only 12 6 lb.. 
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afi ag#iB8t the world average of 23 lbs. lo estimating onr meeds 
the /ninre we mnst allow for an increase in buman consumption, 
of the cattle and those of indueiries. Our industry needs to 
be reeonstructed and further developed. Production must be 
stepped up. The industry must b> rationaliaed for the purpose^ 
JUkencee for making sait from sea should be i-sued more 
iibetaUy. New sources of rock salt should be prospeett d. l‘h© 
Development Committee appointed by the Cential Government is 
of the opinion that at the present rat© of progress it should be 
possible to attain the goal of self-sufficiency by 1951. 

12* Some other Industries. Engineering Indu^ities, The 
engineering iodusiry in India came into existence during 1 he latter 
half of the last century. But it Was mainly confined to repairing 
activity in ©onnection with the railways. With the developnicnt of 
modern large-scale industry, workshops came to be esiabltshed, 
Reixntfy the Tata Iren and Steel Company has stimulated the deve¬ 
lopment of several engineering lines so that now several pes of 
tools and imilements are made in India. But even now the 
engineering industry is chiefly a repairing industry. We still rely 
almost exclusively on imported machinery which on average ©omes 
to Es. 16 crores wonh yearly. To the value of machinery may be 
added transport, insurance and other charges. All this means a 
considerable initial handicap to the Indian industrialists. High 
capital cost, ec ircity of efficient labour and internal c<^'mpeiition a e 
some of the difficulties that the engineennjf indushy has to face. 
The engineering industry is oennral’zed in the chief industrial 
centres, of Bombay, Calcutta, Kanpur, Nagpur, Abmedabad, 
Madras, etc. 

Painte Industry, The first factory for the manufacture of 
paints was set up in 1902 near Calcutta. This first venture proved 
to he quit© lucky and had a prosperous career. T/.e industry 
received some stimulus during World War I and pince then it has 
been making a steady, though not marked, progress. India 
produces all the essential ingredients required in iho making cf 
paints, €. g., turpentine, linseed-oil, red oxides, barium sulphate, etc. 
Production of paints has appreciably gone up during the last few 
years. 

Soap Industry, Conditions for the manufacture of soap are 
quite favourable in India. Large quantit.es of vegetable i iL are 
produced in the country and their supply can be increased still 
fwther. Only caustic alkalies have to b© imported. There is a 
large bom© market, cheap labour, lower level of taxation and exist¬ 
ence of import duty on foreign soap*-* all these factors go in favour 
of the Indian industry. The first Indian soap factory on modem 
Mnes was started in Meerut in 1879 by N, W. Soap Co. tJnd^r 
the infiuence of Swadeshi movement a number of ifactories were 
atWfied in Bengal of which the Bu|bul Soap Co., the National 
8oap Works and Oriental Soap Works deserve special n ©ntion. 
Rroduotie^ of soap on the ©ve of war (1^448) was only 2J,(K)0 
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The war prorided a great stimtilas. Between 1035 aad 1030 
tfctere was a marked increase in produdion whiek amounted to 
7^t,000 tons. Soap of ail kinds and of exeeUent quality are beipg 
produced* washing soap being 00% of the total production, Not 
only are th«^re small concerns making soip all over the country, 
but also big companies bke Modi Manufacturing Company, the fata 
Chemical C >mpany, Godrej and Lever Brothers, etc., are manu* 
facturing lar^e quantities of good soap It is necessary to develop 
simultaneously the allied industries like box and barrel making. 
The Indian soap industry has so far made comparatively little 
use of fats and waste greases which form imfK)rtant materials 
for the soap industry abroad. The demand for soap is increasing 
and is bound to increase still further as the sfcandaid of living in 
India improves. The soap industry, therefore, seems to have quite 
a bright future The present estimate of production is 150,000 tons. 
Kationalixation, research and improved methods are needed to put 
tJie industrf on a stable basis and open out a vast field for future 
development, 

V getibk Olee InduMry, In recent years there has been an alarm* 
ing increase in the production as well as consuntption of vegetible 
ghee or Vanaspati ghee as ic is generall^^ called. There is a grave 
cone rn expressed over the conaumption of this ghee. Ex{)ert 
opinion has been quoted to prove that It is detrimental to human 
health and physique, and experts on the opposite side have refuted 
these charges and have tried to prove that it is harmless and 
pjssesses great nutritive value. Experiments have been conducted 
on ra s which have proved beyond doubt that the consumption of 
this ghee adversely affects eye sight and physique. There is a 
strong prejudice in India against this product. But the masses 
being extra nely poor the sale of this ghee is on the increase. In 
matters of diet, oonservat'sm u a virtue. It is the part of wisdom 
to avoid the consumption of this ghee till it is definitely proved to be 
harmless and till its nourishing propertiea have been firmly CBtab* 
lished. This product was first widely used in the West and as 
serious doubts arose as to the harmful effects on human oonsump* 
tion, it was mainly reserved for export. 

During World War II, the production of Tanaspati has increased 
enormously* 

13. Industrial Development Reviewed* We have mad© a 
rapid survey of the wide and varied industrial field of India. We 
have traced the orii^ia and the development of various Indian 
industries and the problems oonfronlmg each of them. What is 
the measure of this industrial development ? 

Looking at some important iniustries we find that besides jute 
and tea, production of which has always exceeded the home demand, 
on the eve (f World War 11 India became practically self-sufficient 
in mmtf cement, cloth, iron and ?teel, paper and matches in recent 
years* India has come to take its place among the eight highly 
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mduBtrialijsed ootH3i<»riei of the world. This aoems to be an excellent 
record. Progress of indtistrias was further accelerated during World 
War II, both in quality and quantity, fc xistiiig industries were 
expanded and inan> new industries were ebtablished. 

Bui it should not blind us to the real situationu W© are really 
still very backward induetriali> According to Sir M. Vi8vesvaraya\ 
the total capital of organized industries is estimated at Es. 700 
orores of wbioh not moie than ilOO crores worth capital is ouncd 
by Indians* Dominance of foTfipm capital in Indian industry is one 
oi its danger spots. Although the population of the U, K. js only 
13% of the Indian population, the number of induhtrial establish¬ 
ments theie in 192 uas 107^^00 and capital outlay thereon in 10112 
was equivalent to Ks. " ,067 crures The U. S. A , with 35% of the 
Indian population, bad n4,i;*/5 industrial establishn ents in 1929 
with capital outlay equal to Hh 23,000 crores. In Canada, with 
3% of the Indian population, the number of industrial establisshoftmts 
m 1029 was ?4,02(> and the capital outlay Ks. 1 445 crores ; Jaran^ 
whose population is nni> 19% of ours, owned in 1928, l,13Jil 
industriai e«ta lidhments with capital outlay of Ks. 1,009 crore?. 
These figures mu^-t have gone up eorisiderably since then. It in 
quit© clear that as compared with other countries, and considering 
^our vast resources in men and material, our industrial development 
:must be pronounced as insignificant. Only about 11 % * f out 
i population is livma in urban areas and the number of persons 
lemployed in orj^anized industries is about 2 %. The value of raw 
.materiala and eemi-iraniifactured goods exported is nearly 60% of 
the total value of our exports, andtl© experts of manufactured 
j articles is only 407^ of the total On the imports side, the value oi 
manufactured goods is 707o of the total value of our imports while 
that of raw MateriaL and semi linished goods only 30%. Thus wc 
have not y:t shifted from the position of being largely an exporter 
of raw mai.erials and importer of manufactured goods. Our industrial 
progress hos been very alow indeed. 

But our industrial progress has not only been slow, it has also 
been uneven. It has been competitive rather than complementary. 
Our inMistnalists beat the trodden path : instead of initiating they 
simply imitate As soon as any new industrial opening is discovered 
there is a frantic lUsh to fill the gap , factory is piled upon factory 
till the industry has ceased to be remunerative. Not only the same 
line is taken up but ako the industrialijrts run to the same place to 
open a factory till the industry becomes highly centralized and un¬ 
balanced. Its location becomes unfavourable either from the point 
of view oi markets as in the case of sugar, or of materiak as in 
cotton or from source of pow^r as cement industry. Hi'tory^ of 
almost all major industries m India amply bears out this (‘oncluBion. 

Besides, the foundation of our industrial superstructure is far 
fro«E stable. We have exclusively to depend upon foreign countries 

X v*df fiupnfii for !nd a 1934 . " . ^ 
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nr »)a<iJiinwy, iwill siotm, ^mtB&ofies and many eascntml materials. J 
teehnician® have often to be imported. The foieign capital! 
hiB a nv ong grip over our mdustry. In almOi^t all iudufetnal spheres, ^ 
h(‘ foreign concerns occupy leading positions. 

The **key ’ or the basic indnstfies, the development of which 
nu4, as a rule, precede the development of other industries, are 
4 ill io a comparatively undevelo|>ed state. No striking develop* 
tjjtnts have yet taken place in the chemical and metallurgical 
iH iu.stries. We are stdl largely engaged in industties which Europe 
St veloped m the last century When compared with the volume, 
van ty and quality of imports, our industrial production pales into 
ftimgmhcance and appearja to oe r f a very ruiimentary character* 
fbu9 we are constrained t > come to the conclus/on that industrial 
jf veJopaient in India is not at all commensurate with the size of 
the country, its huge pojudat on and its vast and varied natural 
MMour<‘es We are still m a pnmitive stage of industrial 
development. 

But what are the reasons for the slow and unsatisfactory 
of our industries ? The question does no^ admit of any 
^sfiiple and straight au-wer Our social stmcturc has something tO| 
d. with it, and our political structure a great deal. Our illiteracy,? 
iiUforaoee and above all poverty must also share the blame. Foreign '^ 
‘O5^\pctitjou facilitate I oy free trade policy strangled many a pro*' 
miHing industrial venture, Tli© unsympathetic railway rates policy ^ 
dfpnved them of a fair trial. The practice of purehaeing stores 
rough the India Ohice deprived them of a stc-ady custom* The 
exchange policy < i’len hit the Indian industries hard. Scarcity of 
‘skilled ptn-onnel, techmcians and exjierts and comparative in- 
efl^rieocy of Indian labour are also largely respousible for the tardy 
^^rowth of our industrits. I’fae facility with which certain manu* 
tactured articles could be imported, coupled with their low cost, 
deterred the Indian mdu^trialists from taking up those lines. The 
tdjilure of pioneering attempts frightened away Indian capual which 
l'f^( ame shy and avoided ventures into unexplored fields. The other 
i n tors militating against capital formation are the existence of 
•^mall peasant proprietors and more even distribution of wealth* 
Fiirthe r, commerce with quicker reiiirn and far less permanent 
inrunutments, had much greater attraction for the moneyed people 
Jn India than industry. Even the hanks prefer to finance trade 
father than industry. The absence of organized industrial finance 
iH cue of (he principal difficulties that the Indian industries i ave to 
fue. Other causes are the imperfect development of means of 
< inmunication and transportation and absence of cheap mot've 
l>ow<r. These are some of the causes which, in their cumulative 
have retarded mdustrial development in India. 

14. Ijsfiujdtrigl^ East Punjab. Eaet Punjab hm been 
Iru first casualty of Ifecffoiirin lidia, and bad to pay the 
price for winning it. Its entire economy was disrupted by 
ih^ aftermath of the paitidon. 
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This infant province is bow without stable agriculture as alt 
llie maguiSceiit irrigation works, the very sou) of agriculture, Lava 
been left behind in West Punjab, East Punjab is also without 
organis^ed industries. 

Most of the people who cculd he called the ‘capitalists' lived in 
West Punjab. Lahore was the cherished goal of all Punjabis 
and all the people of substance gravitated to it. Now these people 
have come out to East Punjab as paupers and a few of them, 
who could salvage their assets, have migrated to Delhi ard other 
provinces The border province does not offer enough security to 
the intending investor. Thus capital here is both shy and scarce. 

The industrialists who had their home in Fast Punjab 
before the partition have their money and machine intact. But 
where are the men to handle these machines ? They were 
mostly Muslims who have gone to the homeland they have carved 
out for themselves leaving behind closed factories and idle machines, 
just as the non-Muslim industrialists of West Punjab have left 
their own factories behind. East Punjab is in a strange situation. 
There are men without machines, and machines without men T))a 
East Punjab Government is without a home and has nnt yet settled 
to serious work, the ministerial instability being a major factor. 

Whai ia the prospect of building np Industries 1 Although the 
Punjabis seem to have lost their all, yet they still p088e.«8 one 
thing, i e., grit. They have a brave hear tand a strong niad in a 
strong body. The way in which they have behaved in the worst 
^ of calamities that can befall a nation has elicited the un« 
i stinted admiration of their countrymen. Adversity has not been 
* able to crush them under its weight which was very heavy indeed. 
They have not been demoralized; on the other band, they have 
emerged stronger mentally and morally to grapple with their 
difficulties. Herein lies the hope, the Human Factor. It is 
time that the Punjabis looked ahead instead of looking back. They 
have got the character and capacity to build tip from a scratch. 

The Central Government has shown its readiness to afford 
every arsistanoe to the unfortunate province to reconstruct its 
ecommy. The following measures may be suggested to put 
East Punjab again on its legs : 

(i) An industrial survey may be conducted to take stock of 
the present position regarding the present and potential industrial 
capacity, the materials and the markets, 

(ii) The displaced persons should be imparted technical train¬ 
ing on a scale which may produce a large number of skilled workers 
and technicians in the shortest possible time on the ‘earn as yon 
learn’ principle. Technical institutions may be multiplied for the 
purpose. 

» {iii) The displaced industrialista should be advanced liberal 
loans on very easy tarms, interest to start after some years when 
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tbe plant i^tartai opetatione. They should be provided the necessary 
it^clnioal assietenee, and macbineiy should be procured for tbem 
f om abroad. A number of towns away from the border should be 
jfjevelopid into indnetria] centres where the iDduatrialists ahould be 
given lard at ooneession rates. The Government should build boua^ 
iBg colonies for workers and others, provide road or rail links 
fti,d offer other necessary facilities. 

(*t;) As even the best of the terms offered may not be able to 
overcome shyness or nervousness of capital, the Government should 
take large eharf^ in industrial enterprifas either in partnership with 
private enterprise or purely as State enterprise. 

(v) As new large enterprises will take time to materialize owing 
to delay and difficulties of procuring machinery from abroai, 
immedmte steps should be taken to renovate and expand th© 
existing plants by means of materials available in the country. 

{m) Much immediate relief can be expected from the re jrganU 
ion and development of smalbsoale and cottage industries of 
which almost every town in East Punjab can boast, if they 
are run on a scientific and national basis, it may result in big 
accretion to the wealth of the province. 

Prof. K, T. Shah prepared a scheme in 1941 for the industriali- 
sation of the (undivided) Punjab, This scheme may be re*examitied 
to see which parts of the scheme can be put mto practice now in 
hast Punjab, When men 6f East Punjab are married to money 
supplied by the Government of India, it will produce wonderful 
seisub-s in course of time. There is not the least doubt that wh n 
Bhakra and Nangal projects are completed, prosperity will one© 
again smile in East Punjab. Production of processed foods like 
quaker oats, starch, glucose, biscuits, fruit preservation, vegetable 
nil, varnifthes, wax, grease, lubricating oil, phar.xareutrcal and 
perfuuury industries, wool manufactures art ficial silk, cigarette 
maruifacture, dairy industry, leather and tanning induscry, en* 
guieermg industry especially making of small tools and agricultural 
implements are some of the lines which off*er a fair field for develop¬ 
ment in East Punjab. 

With a view to accelerating industr’al development, the East 
Ponjab Government has decided to liberalize the working of the 
J^tateAidto Industries Act by relaxing the requirf meats about 
g^eurity, raising the limit of the individual loans, and by reducing 
the advance in cc.Be of hire-purchase arrangements. 

JS. The Problem of Industrial Production . The problem of 
mdu&trial production is one of the most important nrobiema facing 
the country today. Production has shrunk to lamentably low 
level recently. During the war in lustrial prc^nction reached the 
peak with 4,871 million yards of cloth, 1*27 mifflibil tons of factory 
sugar and 1 37 million tons of steel ingots in 19i3«44. In 1941 42 
peak level had been touched in the case of jnte goods 1 26 million 
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tons, paper C87 million owt., cement 2-22 million tons and coal 2« 5 
million tons. Since tbe war ended production hw j. 

fall. In 1917-48 production was estimated at 3,80) million yar 
for mill cloth, 105 million tons of jute go^s. O On million ‘ ^ 

factory angar, 1*25 million owt. of paper, I’SI milli(m tons ' . ' 

and 0 90 million tons of steel ingots. This recent fall i p 
cam b© ascribed to the following main cttusos:— 

(a) Difficulty in securing new plant and tnachiuety to repbcc 
old worn out machinery ; 

(6^ Absenteeism among workers and increaning ^ 

weapon of strikes by workers to improve tbeir con ^ ' 
employment. During 1945 there was a loss ^ 

in this manner as against 2| million man-days lu 1943 
necessary to devise effective machniery by which swift action conio 
be taken to redress the just grievances of the workers ^ 
rial truce resolution has been honoured more in the breach than 
the oDservance. The workers followed go-slow tactics, 

(c) The transport bottle-neck has been the biggest hindrance 
There have been enormous difficulties either in securing raw aia 

in time and in ade aiate quantities or in marketing le ini 
goods. Stocks accumulated and production slackenca. 

(d) The political developments are to no small extent respon¬ 
sible for holding up productive enterprise. LfZ! 

uncertainty as to the ultimate decision ’ ^ntirp^ 

when it did come on Augu-t 15, 1947. it disrupted almost 
©oonomk* life of the community* In East Punjab, i 

Bengal many factoriet ,till remain sealed. 

(e) The charters of the International 1‘rade 

also adversely affected production, in so far as these agreera^ts 
have prevented India from affording duo protection to her na^nt 

V </) The Marshall Plan is bound to hamper produ. tive enterprise 
in India for American capital ^ 

Europe. Also, we find that America is reverting to semi-wartime 

economy. . , . 

./ (g) Mr. Liaquat Ali khan’s Budget of 1947-48 also put an 
undue strain on industry. Although budget of 1948.49 and 
still more of 1949 50, affords substantial relief, tbe behcl still persis a 
in tbe industrial circles that the level of taxation is 
to be borne by the Indian industry. Imposition of Capita Gams Tax 
,9 bound to curtail funds for replacements and reconstruction. 

m Absence of any well-defined industrial policy of the Gov.-rn- 
ment. also made the industrialists 

frightens away tto. prospective capitalist. ^f * JX! 
tj'ainefi personnel'to take over the complicated task 
I factories. Initiative, enterprise and the spirit of taking risks which 
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are essential to the oondaet of business cannot be expected to bo 
present in Government servants. Thus there is absolutely no fear 
of nationalization in the near future. 

Among the other causes of fall in production we may mention 
that in the case of some commodities like coarse cloth, sugar, paper 
and steel control prices did not take full account of increased cost of 
production. The producer? sometimes incurred a loss. There was 
no incentive to carry on production. Anotber cause is the reduction 
in the number of working hours from 54 to 48 per week from 1st 
August, 1940, 

In October, 1948, the Government announced several oonoessions 
to stimulate production which include 

(i) Exemption from income tax of profits up to a limit of 
6% on capital employed for 6 years of new industrial 
undertakings which commence production within three 
years. 

(ii) Depreciation allowance at double the existing rate on new 
buildings, plant and maobinery and for factories woiking 
triple shifts. 

(Hi) The customs duty on plant and machinery has been halved 
and import duty on certain raw materials has been abo» 
lb bed and on others reduced. 

The production figures for 1948 were a bit heartening and 
showed that the corner had been turned. As compared with the \ 
previous year, the output was greater in the case of textiles, cement, ! 
sugar, chemicals, fertilirers, bicycles, rrotor oar batteries, light ' ' 
engineering and other miacelleneous industries. Dr. Syaroa Prasad' 
Mookerjee gave this cheering measage when presiding over the mtet- 
ing of the Central Advisory Council for Industries on January 24, 
1949: “It industrial production bad gone down in 1947 to about 
f>% below the pre-war level, it has gone up to about 15% above the 
pre-war level in 1948.” But there is not much ground for 
complicency. The production in the case of two basic industries, 
eoal and steel, as well as in rubber, tea, leather and glass and in 
boveral others had gone down. It is really strange that in spite of 
expansien of the existing unit«, the industries baye not reached 
either the peak output or the installed capacity. ^ We should re¬ 
member that ours is not a solvent economy. We have an adverse 
balance of trade and wo have a programme of heavy food imports 
(4 million ton.s) and capital goods. It is imperative, therefore, that 
f ur industries go all-out in stepping up production. 

Suggestions for farther reading 

1. Mukerjoe—Economic Problems of Modern India. 

2. Jain, P. 0.—Industrial Problems of India. 

3. Lokanatban—-Industrial Organization of India, 

4. Das—Industrial Enterprise in India. 
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0. Soni—Indian Industry and its Problems. 

7. Vakil—Boonomio Crisis in India. 

„ —Eoonomio Consequences of the Partition. 

8. Shah, K.T.—Industrialization of the Punjab. 

9. Ohaudhri-^The Evolution of Indian Industries. 
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11. Rutnagar—^Bombay Industries : Cotton Mills. 
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CftAPTER XIX 

INDUSTRIAL FiNANCE AMD MANAGEMENT 

h Inliroilttctioii. Fmauce ia the Ufa biood of iadustry. 
Adequate huaaoe is absolutely necessary to oil the wheels of 
industrial maohme, to enaure its smooth working or to pr vent its 
breakdown. Lack of adequate and timely finance is one of the 
moat important causes of slow and uneren development of industries 
in India* The st>ry of indnstrial development m other oonntries 
has one lesaon» finance is the hand-maid of industry. It is 
idle to expect any industrial finance unless appropriate financial 
institutions are set up to support the indnstrial structure* 

The problem of industrial finance may be studied in oonn^ cti *n 
with (a) the small-scale and mediam*^8txed industries ; and (h) the 
large-scale or organized industries* 

2> Financing of Small and Mcdtum^sizad Indnslriet. 

Indmtrial Fina tce ia mial arezs’ The small producer requires 
dnance for the purchase of raw materia^ to meet the expenses oi 
production and to bridge the gap between production and final 
disposal of the goods. 

In the rural areas^ capital is extremely unorganized and as a 
matter of fmt much capital is not avail Jrble. Tae village money* 
lender is the one oasis of thrift in the vast desert of extravagance* 
The small producer being poor and unable to offer good security, the 
funds of the money-lender do not flow towards him except at 
exorbitant rates, ^'iSvery advantage ia taken of deb^or^s illiteracy 
and helplessoesa/’^ Further, in the rural areas, there is a greater 
predilection in favour ol investment ii land or in jewellery or the 
money ia simply hoarded. X^he co-operative banks coufiae their 
activities to current agricultural finance and can ill-afford to spare 
any money for local mduatnal enterprises* The local industries, 
therefore, practically starve for lack of funds or they have to pay 
unduly high rates. 

InduHrM Finmce in urban centres. In the cities, capital is 
better mobilized. In almost every city, there *8 either a branch of 
the Imparial Bank or of some other Joint stock bank. The position 
has considaraoly improved in recent years, for a large number of 
banking concerns have b^en floated. But the requiremonts of 
finance in the urban areas, both for the cottage worker and the 
middle-sized industries like flour mills, noe mills, printing presses, 
small match factories, hosiery, soap, sports factories, iron and 
brass foundries, etc*, are greater, for their operations are on a larger 
scale. 


1. Report of the Bombay Banking Enquiiy Oouunntes^ ;931, p, |S8. 
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To afford finanoial help to the cottage worker, a number of 
middle^men, besides the ordiuary aahukjtr, have appeared on the 
scene. Xh© fmh%join gives a cash loan, and if he is also a dealer in 
raw material, he supplies it on credit. The makajan takes full 
advantage of the poverty and isolation of the artisan and cbarps 
a high price for this accommodation. According to the I^unjab 
Banking Enquiry Committee, the Punjab weavers have to pay 12|% 
to 37%. These rates are certainly too high for any industry to bear. 

The middle-sized industries fate no better. Although they are 
started by men of subistanoe, yet they, too, often need assistance 
and the indigenous bankers, lending on personal security, charge 
high rates ranging from 9 to 15%. The joint stock banks advance 
loanagainst fixed capital to the extent of 20 to ;i0% of the estimated 
value of property and machinery, and against stuck to the extent of 
70%. Ihe terms on which the banks lend are regarded as incon¬ 
venient and irksome, ‘‘i'hare is no doubt that the small enfrepreneur 
......is hampered seriously by the lack of banks and of finance at 

reasonable rates, 

In recent years, the industrial side of the co-operative movement 
has been receiving special attention especially since 1935 when the 
<Jovernment ot India sanctioned an annual grant for the develop¬ 
ment of handloom mdustry. in ad provinces industrial co-operative 
spoieties were established to meet the financial needs of the cottage 
industries. The co-operative movement ha? immeose possibilities. 
In Kusaia, siaoe the devolution, the co-operative movement ha^i been 
playing an ‘‘important pait in the industrial sphere/'® But the 
movement in India is still m its infancy and ib cannot yet meet ad¬ 
equately the iinancial needs of the small ludustriaUst, 

Another source of financial assistance is th j State. The State 
aid to industries Acts arc in operation in all the provinces But the 
experience of estate loans has not been a happy one, for a large 
number of such loans became frozen and had to be written off. A 
Government loan with its elaborate formalities gives unwelcome 
publicity^ and industrialists, who are zealous of their credit, avoid 
the mquisitorial gaze of the Government oificials, who, in their turn, 
are not competent to judge the industrial proposition and the credit- 
worthiness of a party. The Fifth Industries Conference held in i931 
which was attended by various provincial representatives, rightly 
oame to the conclusion that these loan? had n>t been suooossful in 
stimulating industrial development to any appreciable extent The 
scheme pf direct State assistance, therefore, does not seem to hold 
out any promise. 

Industrial Credit Corporations for the finanoin g of small indust- 
riei ibuuld be set up in all provinces. A begiiming in this direction 
hM already been made in the U. P. and West Bengal, 

1. Eaport of the Industrial (^omaaission, 1918, p, 17S. 

Sea Blan0--<7o-opsranve in Bmsia, 1925, p, 168. 

EolMhui of IncUum ladustnos and labour Ho. 50, p. IS. 
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3* Fsaaosiiig of lodaitry* Their Hileeie, Tbe 

la^gd aoate iodi^bry faad< for block or oapitU expendiiure^ 

I e., for tke purohaia of Uai, ereobion of tbo factory buildings for 
Betting up machinery, etc., and in toe case of a going concern for 
cxtemions and replaodmonts. Bendes this, funds are also required 
f>r the purchase oi materiaU, for stores, for other expenses inoi* 
dental to production and marketing, and for meeting day-to-day 
requirements of the indu^^try. This is known as the working capital 

How they ehmld be Financed. Dr. Jeidels, a foreign banking 
expert, is of the opinion that not only block but also normal work* 
ing capital has to he furnished out of the firm’s own initial capital^ 
But strict adherence to this view will prevent even many sound eon* 
cerns from seeing the tight of the day, for it is rare that an indust¬ 
rial concern in India has rair^ed suffloient capital for both these pur¬ 
poses. in a country where capital is notoriously shy and nervous 
and where hoarding m one form or other is all but umvaraat, it is 
idle to expect that a oompauy will be able to raise sufficient funds to 
meet it’j roquirameats ot fixei, floating and working capital The 
proportion that share capital Dears to the total capital requirements 
is per cant, for Bomoay, 2o per cent, at Ahmedabad and 13 per 
cent, at Sholapur.^ 

The Omtral Banking Enquiry Committee held that the indust¬ 
rial ooucern having raised initial capital sufficient for block could 
rely on commercial banks for the whole of the working capital and 
also temporarilj for funds required for extensions.^ Ihis will obvious¬ 
ly place too much strain on the commercial banks. The sound prin¬ 
ciple seems to be that tbo concern should raise all the initial capital 
for block plus that amount of working capital which is permanently 
locked up, and fur any working capital required over and above this 
It may rely on the banka to supply it. 

Bub this sound principle has been honoured in India more in the 
breach than in the ooservanod, with serious ooasequ)uoes to the in¬ 
vestor, the industry and the promoters thituselvea. There are not 
a few cases when the industrial concerns found themselves in finail- 
oial difficulties shortly after start. The Government hid once to 
come to the rescue of the Tata iron and Steel Oompany by giving a 
loan of Bs. fiO iakha. The Indian Wire and Steel Products, Jamafaed* 
pur, failed to increase its output due to shortage of capital and the 
Government of Bihar and Orissa had to sanction in 19U a loan of 
Rs. 0 lakhs. The under-capitahjcation of the Indian industrial aoiu 
cerns is thus chronic and universal. 


1. Dr. Jeidak—Mmuorandum oa ludustrial Fmanoe. 

Report ol the Indian Central Banking Enquiry Committee, ICSl, 
Voh IV. p. 146. 

a- Report of the Textile Labour Enquiry Oommittoe. 19»8, p, 61. 
a. Ibid., Vol. I, PP- m, 298-99. 
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3m they am actually financed : (i) Sharee and Debentum* Otif 
industries raise the bulk of their share capital ia the form of ordioaiy 
shares and the tendency in recent years has been to issue them in 
lower denominati ns. Debentures do not seem to be popular with 
the Indian investorSi and the companies, too, hesitate to issue them 
for fear of losing cndit. The various causes that limit the market 
for debentures in India are : heavy legal and stamp charges and 
underwriting commission, heavy transf r fee, limited return, no 
prospect of capital appreciation, frequent failures of industrial invest* 
ments, practice of insurance companies to invest m the gilt-edge, etc. 
The companies cannot, therefore, raise enough capital for their 
normal requirements, 

(li) Managing Agents, The inadeqtiaoy of the amounts raised 
through shares and debenture capital lor entire block a -d normal 
working oaf»ital, compels our industrial concerns to seek the aid of 
other financing agencies. But the perusal (>f the Banking Enquiry 
Committee lienorta and the evi lence tendered before them gives one 
the imprission that they do not receive any sympathetic treatment 
from the money market. Aa regirdvS initial capitil the facilities are 
inadeqtiate. 'fbe public prefer to invest in Government Securities 
and Municipal or Trust) loana,^ Thus the paid up oipital often does 
not cover even the block. This makes the finances of the company 
precarious and throws them at the mercy of managing agents and 
other financial houses. The managing agents buy bulk of shares, 
advance money for extensions, and also come to the aid of the con¬ 
cern in times of distress. We shall examine the role that the manag¬ 
ing agents play in our in iustries in a later section. 

(Hi) Deposits, There is another source of fuQd«, viz,, deposits 
from the public. This system is specially prevalent at Ahmedabad. 
But deposits have been described as Tair-weather friend^ and are 
likely to desert at the slightest shock of adversity. Besides, it is 
unsound to finance schemes of capital expenditure out of these 
short-term deposits, 

(iv) Cask Credit. Short*term loans on the cash credit system 
can be obtained from the commercial bank on the security of stock, 
and, in some cases, on the additional guarantee of managing agents* 
But the cosh credit system fails during depression for either the 
amounts are recalled, which lead^ to forced sales accentuating the 
depression or the mill-owners are askei to increase the security 
which is not always easy. 

Apart from these main sources tapped by the cotton mills, the 
various other industries have evolved their own system of finance, 
JThe tea companies charge a refundable admission fee of Bs. 20*25 
per share not bearing any interest and the proceeds are spent on 
ini^tial expenditure. Some of the tea gardens have to borrow from 
indigenous bankers and loan offices at a very high rate. The well* 
fiii^Ushed gardens can get aooommodation from some firmi of 

h Beport of the Central Banking Enquuy Committee (Majority Bimort}* 
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brok«n vfao aot os inter aa«»diairies between them and the 
Bank. The Tate Iron & Steel Co., has cash credit arrangements 
with the Imperial Bank and also raises large amonnts in the form of 
one year’s deposits. The Indian coal firms have to borrow from 
indigenous bankers even at 24 to 30 per cent. The sugar industry 
receives deposits from selling agents and from the public. The jute 
industry secures loans from the banks on the security of stocks. 

4> Our Banks and Industry. .Conflicting opinions were 
expressed telore the Central Banking Enquiry Committee about the 
financial assistance given by our banka to industry. But on the 
whole it appears that our banks have been tt^orking on too rigid and 
orthodox lines to be of much use to the industry. Their unwilling’ 
ness to advance money on personal security or on the security of 
block, even though unencumbered, and their insistenoe on full 
backing of tangible and easily realizable security detracts from their 
utility to the industry. Hypothecation of stocks on which they 
generally insist, involving as it does a visible control by the bank, 
damages the credit of the party and deters them from availing even 
of the very limited facilities provided by the banks. “Industry in 
India is face to face with banks run on ideal lines.*’^ 

There is no member of cur money market whose avowed aim is 
to help industry. I he Imperial Bank has its bands full with ordi> 
nary commercial backing business and there are not many other 
joint stock bulks vhicbby experience and financial strength are 
competent to take up the task of financing the industries. The 
foreign exchange banks are busy in tbeir own sphere, and do not 
feel inter< sted in financing Indian industries. The indigenous banks 
find the financing of trade and ordinary money lending too profita¬ 
ble to turn to industries. Besides, Iheir resources are too meagre to 
be of any substantial aid to industries. The co-operative banks are 
meant to help the agriculturists. Thus “no backing agency culti¬ 
vates industrial relations'.”* 

Our banks generally invest their funds cither in Gtovernment 
Securities and give advances against merchandise actually deposited 
in their go.downs or if kept with the customer, some other legal 
formalities are gone through. None of these practices is helpful to 
industry which is thus starved financially. As the Matwari Chamber 
of Commerce pointed out to the Central Banking Enquiry Com¬ 
mittee, “the sum total of the assistance given by the joint stock 
banks is an almost negligible quantity.”® Mr. Manu Subeoar, in the 
Minority Report, criticized in scathing terms the treatment accorded 
to industry by the banks. He observes ; “The banks have done a 
disseivioe to themselves and to industry through an exaggerated 
adherence to the principle of short-term investments'^ 

1. JtidiftTi Central Banking Kcquuy Ccnmiiitee Beport)^ 

VoL I, Fart p* SS 

2. Pr JeldelB-^Memorandum on Industrial Finanoe^ Beport of tfeo Indian 
Csntral Banking Enquiry Committees 1931# VoL IV# p. 148 

Fbid#» Vol, p* 680 . 4* Ftds Boport# p. 327g 
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The bftDks btv© their own difficulties. They have to maintain 
a ©onaition of maximum liquidity to meet the demands of their 
depositors. Ihey also lack the necessarv knowledge and equipment 
to determine the trustworthiness of an industrial concern. The in¬ 
dustrialists themselves are unwillingto disclose fully and ui reserved¬ 
ly their true state of affaire. Floatation of fraudulent concerns 
and ♦ heir failure, periodic recurrence of depression and precarious 
position of Indian induetrief owing to the uncertainties of the fiscal 
policy also add to their difficulties. But when all is said, thafaot 
remains that the banks have shown clak of sympathy and an atti¬ 
tude of uncor cern to the developn eni of ou’* industries. Our banks 
must give up this touch-me-not attitude witu regard to industries, 

5. Industrial Finance in Other Countries. Banks in 
Germany have played an important role m the development of 
industries. Special banking institutions like Schoffhausen’ Sober 
Bank Verein were set up to help industry. Many leading German 
banks known as the banks have come to acquire vast industrial 
connections. Having a large share capital of long-term deposits and 
equipped with a wide range of technical knowledge, the German 
banks are in the best position to help industry. They initiate 
industrial enterprises and find capital for them either by subsorioing 
themselves, hoping to unload later, or by underwriting the shares 
and isBuirg them to the investing public. They nominate their 
own directors on the boards of companies they have helped. To 
use Dr. Jaidels’a words: ‘‘The banks attend an industrial undertaking 
from its birth to its deathThe banks in other eoantrios ot the 
European Continent follow the same policy. The ‘Big Five* in 
Belgium, Banques de Credit Mobilier in France, and Sooietic 
Financiara Italiana and Banco >ationale de Credits iu Italy have 
contributed to the prosperity of industry in their respective 
countries. 

In Japan, like India, there was a dearth of capital and a tradi¬ 
tional preference for investment in land. The Japanese Government 
had to make special effjrte to mobdisse capital and turn it into 
industrial channels. The Industrial Bank of Japan was established 
in 1902. With the approval of the Minister of Finance it can issuo^ 
underwrite or even subscribe to share capital of industrial concerns, 
i t has a committee of experts who periodically visit factories and 
keep it fully informed about the condition of industry. U has 
shown special solictude for small industrialists by helping men of 
ability and exoelhmt businees lecord without any tangible security. 
Even ordinary joint stock banks give long-term advances to indus¬ 
trial enterprises and several concerns were rescued by them during 
the industrial crisis of 19 0. The Industrial Investigat on Associa¬ 
tion was foiml^ by banks and trust companies to facilitate retioapli* 
nation of Japanese industry. For the financing of new enterprises 
blink deposits account for 63 per cent.* Almost every big Japanese 

p* B.—Joint g 

Mitubiehi Economic Ecsearch-Bvjrcau-Jop»n«8«5» Trad# and Industfa 

im» p. 81 
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fim bfti A b^ok estaUialiQdi m soiineotitia witli Ultv fimmai 
bajokiag bouse* of JMItoiibisbii Mitsui, SttnaitiMiio and Yamdia bit» 
given valuAble fimuiQial assistanoe to industries. 

Tbe banks in Amerios, too, have aotively intocested tbeoosMves 
in industrial floatatioos and have formed subsidiary seourity oo<a« 
panies far the purpose. “In buIMiug op most of the great Auterioan 
oorporahlons, some bouse or bank has played a leading role and 
relatioii usably remained close and continnous one.**’ Tbe Am^ 
can banks are no longer content with furnishing toort>term medit.* 
Under the Federal Reserve Bank Aot, 1934, toe Federal Reserve 
Banks are authorised to make direct working capital advances and 
to boy or discocmt industrial bonds matnring within five yeara. _ A 
method of group finance has been developed in America by whiob 
larger banlra ‘pump’ credit into the country through the smaltor 
bar^s. 

The Bnglish banks, too, in recent years have departed from 
their traditional policy of purely commercial banking and of aloof¬ 
ness from industry. The Bank of England came to the help 
steel industry and, through its support to tbe Lancashire Cott<m 
Corporation, contributed to tbe rationalization of textile indUBferies. 
A subsidiary company, the Securities Management Trust Ltd., was 
formed in 1929 to help in the work of industrial reorganization. In 
1930 was established Bankers* Industrial Development Co., in whidb 
every bank and financial bouse of first-rate importance tocAt up 
shares. It represents co-operation among banks to assist industry. 
The oompauy took a leading part in the financing of Lancashire 
Steel Trust * In 1934 tbe Bank of England lent its support in toe 
formation of Credit for Industry Ltd. 

An Industrial Finance Department has been created in the 
Australian Commonwealth Bank with the object of providing long¬ 
term finance to industries. 

We, therefore, find that the Govemmeht and the baidcs in other 
countries have actively interested themselves in looking after tbe 
finanoial requirements of their industries. 

6. Suggestions for IminronDg Industrial Rnance. The above 

survey of industrial finance shows that our industries are receiv¬ 
ing little assistanoe from our banks and we have none of the 
special institutions like issue houses of England or otow institu¬ 
tions set up recently. In the case of our industries, eithor sde 
quate financial assistance is not forthcoming or it is given almost 
at prohibitive prioe. 

But this is not because sufhoient capital does not exist in 
India. Although India is admittedly poor, yet the requireuMHita ed* 

1, —^Modern Japflka aiad Frobl0n»»» p* 174, 

2- Committee oju Fmcmee and Induatty, Report p, 164- 

3- Vide Memorendom <m Commercial Ban^ 10134936, Iseagne oi 
Kationa, 369, and al»o Memorandum^ etc*, 166643« 

4. Ba*fU-^lada»fcrial Finanoe, 193S, p* 154. 
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btr in the appregate ar© not very la^g©^ Tb© faoi 

m tibat m and reliable guidance is available to the av^age 

Indian investor who himself can hardly bo expected to |udge the 
profilaldeBe#© and safety of an Investment. The yearly recurrence 
of so lOany Company failures frightens him. In the words of the 
Iiidnife*ial Ckmimission: "‘The difficulty in raising capital for Indus- 
tries is mamly the measure, even in India, not of the insufficiency 
or inaccessibility of money but of the opinion which its possessors 
hold of the industrial propositions put before them/* 

In order to make up the deficiencies of industrial finance in 
India^ the following suggestions can be made:—(1) The big com¬ 
mercial hanks should develop a sympathetic attitude towards 
industries and should maintain close and continuous assodation 
with them so that they may be able to give timely and adeijuate 
aid to them, consistent, of course, with their own safety. In the 
words of Dr. Jeidek: ‘ Capital market in India seems to be large 
enough to give room to a certain activity of banks in the field of 
industrial noancing/'^ But they should avoid being entangled too 
much. ‘‘A banker must never forget that he cannot^ and must 
not, be an industrialist.”* These banka can at least help in the 
formation of spenal institutions, as in England, to act as inter* 
mediaries between the industry and the investor, on the one 
hand, and as financial advisers to existing industrial concerns,^ 
on the other. They should arrange for underwriting the issues and 
provide temporary finance, and even long term credit. In anti¬ 
cipation of this issue. They should assist in the reorganization 
and rationalization of the existing industries and in the establish¬ 
ment of new enterprises. 

(2) We also should have industrial banks with a large propor¬ 
tion of share capital and receiving long-term deposits to specialize 
in the business of industrial finance. The Government might 
help by taking part of the share capital or by (guaranteeing 
h minimum dividend or the advances given by the banks. 

(3) To help the small investor, who cannot make a discriminat¬ 
ing choice between the different securities offered to him, we 
should have investment trusts, which hold or deal in shares so that 
they can provide the small investor with an opportunity of buying 
**blended packets” of a number of securities thus diversifying his 
iY>vestment and spreading the risk. 

(4) Special banking institutions may be started to mobilize the 
small and scattered amounts of capital. They should cater for 
the needs of the small depositor by offering him better terms |ind 
facilities. 

(5) It is also necessary to develop a bill market in India by 
liberal provision of discount and redisomnt facilities so that 

1. Vid© lieport, p. 179. 

** —quoted by tbe CommittBe 00 Fiaaxum wxd Industiy 

1931, Beport p. 168. 
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IbtisineM mea la^jr be able to eaoape the foroialities and iaeon- 
venktieeB inbetent in the cash (credit i^’atetn. 

(f) In the tJ. S. A* »nd Ja{>aa inaonmoe oompaaies play aft iftt* 
portant part in providing long«tertn finance. Batin India iihe 
insoianoe oompsniW are reqnir^ by atatuteto invaet 55% of 
their assets in 6ovem<aent or Goveminent>approved secorities. 
This is a great handicap and mast be removed. 

Oar industries often langaicb for want of finance while vast 
amounts of capital lie dormant. Those that have bemi mobilised 
are not available to them except at an exorbitant prioe. If the 
measures suggested above are adopted, it may be hoped that a 
big stumbling block will be removed from the palb of industriiij 
■development in India. 

7. ladustiial iFinance CMporatioii. An Industrial S^nanw 
Corporation Act came into force on July 1, 1948. As provided in 
the Act, the object is to provide credit for medium and long form 
capital requirements of industries, which are outside the normal 
activities of the oommercial banks. The share capital is Rs. 5 
crores, the shares to be held jointly by the Central (Jovemment, the 
Reserve Bank, Scheduled Banks, insurance companies, investment 
trusts and similar financial institutions. There wOl he no private 
holding of shares. 

shares of the Corporation will be guaranteed by the Ceafcral 
Government ss to repavment of the principal and payment of 
dividend not exceeding 2J% 

The Corporation will be authorized to issue bonds and deben¬ 
tures for amounts which, together with the contingent liabilitiee of 
the Corporation, shall not exceed four times the amount of the paid* 
up capital. The Central Government will guarantee such 
debentures as to repayment of principal and payment of interest 
not exceeding 2J%, 

The Corporation may accept deposits from the public repayable 
after a period of not less than ten years. 

The Corporation will be authorized to make long-term l<Huu to 
industrial undertakings, repayable within a period not exceeding 
25 Tears, and to underwrite the issue of shares and debentures 
subject to the provision that the corporation will be required to 
dispose of any shares or debentures acquired by it in fulfilment of 
its underwriting liability within a period of seven years. 

Industrial concerns owned by the State are outside its soope. 
The Corporation only finances private industrial enterprises srithout 
becoming a partner. Its activities supplement and not compete with 
those of the oommeroial haaks which oaonot grant aooommedaritm 
of the type and for tbe length of time that the corporation can do. 
The Corporation pays sj^al importanee to the develepmtat ctf 
industries of steategie and nationm importanoe. !I%e fiiuuieing ftf 
somll and medium industries is primarily riie oozmmi of provincisl 
finance oorporStlons which have been set up In several provinces or 
are in the process of being set up. 
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InL ih^ ilioit Mme iliiit the Cbrporatioii ha«>e®!i in mmUnm^ i% 
liiui Mjped «0 f4r (April 19ld) 12 different indnsims. 

% Hm ISretitem of Foroign CapitaK One aspect nf industrial 
dOTo|d|Mnenit in Ipdia which needs special attention is the dominance 
of foreign oapitah It ts difScnlt to form an aocnrate estimate of 
the mitent of foreign capital in India.^ Bnt it is enough for our 
purpose to remember that the amount of foreign capital in India is 
mmch larger than the Indian capital. Although, apart from cotton 
mill ihdnstry which has been its peculiar domain, the Indian capital 
fo recent years has become much bolder and has made considerable 
headway in cement, sugar, insurance, banking, paper companies and 
even in jute and tea companies, yet it requires no statistical proof 
to show that leading concerns in almost all industnal lines are under 
foreign enterprise and are run with foreign capital. 

9. Advantages of Foreign Capital Foreign capital confers 
considerable benetit on the cc untry using it. It may even be 
indispensable for accelerating economic development of a country 
when there is dearth of indigenous capital All the Dominions, 
the U. S. A. and Ja} an borro«red capita! from abroad for the 
exploitation of their natural resources. Foreign capital undoubted¬ 
ly adds to the national wealth of the country. Even if profits go out 
the wages constitute an important gain. 1 be use of foreign capita] 
results in the creation ot assets whi»'h may more than cover the 
payment of capital and interest. The railways aad canals provided 
with foreign capital will be almost a perennial source of national 
income when foreign capital has been repaid. Foreign capital, 
therefore, can be an important means of bringing about economic 
prosperity. 

The foreign capitalist generally bears the loHse^ in the pioneer^ 
fog stage and this is a gain to the country. Wer, the fodigenouB 
capita) can take advantage of the established lines and go ahead. 
Vto have seen how the early attempts in India m glass, and iron 
and steel industries failed with losses to foreign entrepreneMn, 

Still another advantage is the technical knowledge brought iuto 
the country. The foreign capitalist sets up an efficient organization 
and introduces a new technique. If this is gradually imparted and 
passed on to the entrepreneurs in the country, the gain is undoub¬ 
tedly great. But it is a big ‘IF*. If the foreign oapitfiiiBt sedulously 
guards the business secrets, no material gam results to the country, 

10* Abuses of Foreign Capital. But the use of foreign 
capital is generally associated with certain evils. The greatest evil 
is of a political character. It is said that ‘‘Flag follows the Trade.” 
A country using foreign capital soon passes under foreign domination 
and several political complications are created. Egypt and China 
have suffered from this domination. In India, also vested interests 

I. It in nma to be eajrifamg Itetween £S(»0 and £1,200 pillion. <B. P, 
and Commerical Policy m Industrial Problem, of fndta, 
edited Iby P. 0. Jain, p 160.) 
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were wemimAk They wefe to lAontify IfaemsdlFOi irith iho mmUy 
they worked in, md w&m at once alarmed witen there wa» a 
to grant any political power to ladia^ The foreign capitahet in 
India elamonred for and ieenred, etrottg^t aafeguaids in the Coa^ 
etitniion of 1935 and he rendered himself obnoxioOs to the Indian 
politieians by his persistent anti* Indian attitude. 

Another drawback is that the natural resourees of the country 
may be exploited for the beneSt of a foreign country and to the 
everlasting detriment of the country concerned. Some would prefer 
to wait till the indigenous enterprise and capital are foithooming 
and not develop the resources of tho country at ail till then* 

Foreign capital with foreign control is especially dangerous in 
the caaeof *%ey’M 0 dustrie 8 and industries connected with national 
defence* This may constitute a serious threat to the independence 
of the country* It may prove too high a price for economic develop* 
meat* 

It is also seen that higher and important positions in foreign 
ooncems are reserved for their own nationals and Indians bi^ve to 
be merely content to be “hewers of wood and drawers of water**^ 
No apprentices are trained, and taebnique and processes are zealous* 
ly kept secret. In such a case the country derives little benefit 
from the use of foreign capital and suffers from a galling sense of 
mferiorily. 

The trouble is that alien concerns remain for ever alien. They 
take away the profits, and it represents a constant economic drain 
on the country. 

But it is well to remember that these objections are against 
foreign control and not ioreign capital. Foreign capital without 
foreign management and foreign control may be quite welcome and 
may be conducive to the economic well being of the country. If, 
therefore, foreign capital is used under proper safeguards, there 
may be no harm and much good may result instead. « 

11. Restrictions on Foreign Capital* In order to derive the 
maximum benefit from the use of foreign capital and reduce its 
disadvantage to the minimum, some restrictions on foreign capital 
seem to called for. It has been proposed that the foreign 
concerns should be registered in India in rupee capital so that 
Indian investors may get an opportunity of acquiring a share in 
the capital. Further, that a portion of the share capital should 
be reserved for Indians and that a certain number of seats on the 
board of directors should be reserved for Indians. It is also suggest¬ 
ed that these concerns shouki undertake to provide ample opportu¬ 
nities for the training of Indian appreurices. No doubt there are 
practical difficulties in actually carrying out these suggestiotrs* 
The majority of the Fiscal Commission and Extern^ Capital 
Committee iilfl not believe in their efficacy; But it is worth while 
to give a trial* 
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Jn m re^olutiim immd on April Q, 19tS, the Qmmtmimt 
Jli policy t^TSm$ p»rticipafcio» (omigu oapiUL It 

0tate4 lliai a rate, the majar interest in oiriiersMp wdl 
OTeetive eontrol of m aii(iertaki 0 g should be in Indtau bauds* 
Felton tbe great need of capital the Government is aow prepared 
to let foreign capital have control for a limited periods 

Tbe positton now is that we need rast capital to accelerate eco- 
pomfc di^elopment of the country in order to improve the standard 
pf living of the masses. Baste industries have to be built up* We 
Iwive BOW to look to our defences unaided by the British We must 
build ships and shipping yards, build up an air force, and erect a 
large number of ordnance factories. We have to feed our ever¬ 
growing population and for that purpose reclaim waste lands and 
complete the multi-purpose projects within the shortest possible 
tine. AH this needs capital which we woefully lack. Poreigu 
capital is needed not merely to supplement our meagre capital 
resources but also because scientific, technical and industrial 
krowledge and capital equipment can best be secured along with 
foreign capital* We have again, therefore, to woo the foreign 
capitalist. The Prime l^inister, in his statement made in the 
Constituent Assembly in April, 1M9, has tried to set at rest all the 
apprehensions of the foreign capitalist. He gave the assurance 
that the existing foreign interests would be free from any discrim¬ 
inatory restriction®, they would continue to enjov facilitiesfor re¬ 
mittance of profits and if any foreign enterprise was compulsorily 
acquired compensations would be paid on a fair basis* Now that 
we have got our own Government, the sting has been taken out 
from foreign capitalist. We are now in a position to derive maxi¬ 
mum advantage without any of the evils. 

12* The Managing Agency System* A characteristic feature 
of the management of Indian industries is the prevalence, almost 
universal, of the managing agency system. The managing i^ency 
is generally a partnership and sometimes a joint stock ooncern, 
formed for floating a concern and to take over its management. It 
is a curious appendage to the joint stock organization in India m 
as fundamentaHy to alter its character and working. 

The muon d*€tre of the system lies in the peouUar economic 
conditions obtaining in India especially with regard to the availabi¬ 
lity of managerial talent and financial facilities* The shyness of 
Indian capita] and consequent inadequacy of the amounts raised 
from the investing public, the late development of jeunt stock 
banking, the absence of special financial inatitutions like the iimning 
houses, the lack of competent directorate and the practices of com* 
merdai banks relating to advances, are some of the causes that have 
conspired to throw industrial eid>erprise in India into the arms of 
thepanaging agents. ^ 

Besides purebasmg materials and machinery, selling fintehed 
goods and arranging for imurance of plant, buildings and 
trade on behalf of the concerns they manage, the managing agents 
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perfca*m three prinoipatl function; (I) pioneeriog ; (2) ratiatag 
the routine suwofateery trf the oonoem; md (3) providing finatiee* 
The nsmnifegmg B.gmxtB do the prelimiaitry prospecting to bring the 
coneem into exiitenoe and plaoe it on its legs* They also carry on 
day^to^day business* Their hnancial interest in the concern is 
quit© considerable* They are the principal shareholders and, besides 
lending substantia) amoants to the company themselTas, they arrange 
for finance firom the banks where their pergonal guarantee is alpiast 
invariably necessary* It is also their reputation and standing which 
induce some moneyed people to place their money with the mill as 
a deposit* Of the total loans secured and unsecured of the Bom* 
bay cotton mills advances by the managing agents amounted to 
nearly 76 per oeut*^ At Ahmedabad they hold 2i to 60 per cent 
tf the shares and their share in the deposits is 20 per cent** 
managing agents are, in short, promoters, financiers, managers, 
and agents, all rolled in one* 

Their remuneration takes the form of a fixed monthly allow* 
anoe intended to cover the expenses of clerical and secretarial 
establishment plug a fixed mioimum commission and a percentagd 
on profits besides* A commisaion on profits brings a >oat a closer 
identity between the interests of the shareholders and those of the 
managing agents* 

13. Crifiicitm of the Managing Agency System* The manage 
ing agency system has been subjected to a close examination from 
time to time, especially at the time of passing of the Indian 
Companies (Amendment) Act in 1936.^ There are two sides; the 
evil and the good* 

Evih^ Among the several evils attributed to the system may be 
mentioned the subordination of the interest of the shareholders to 
those of the managing agents, opportunities f^r fraud and exploitation 
and the clash between the interests of the various firms under the 
same managing agency* 

The system has hindered the growth of independent and capable 
directorate. The directors are mere figureheads and puppets in the 
hands of the managing agents. Out of 175 directors of Bombay 
cotton mills in 1926, 95 were agency directors.^ The managing 
agents decide and the directors register those dechious* Mr. J, A« 
Wadia, a director of 13 cotton milk, stated before the Tarifi Board 
in 1927, that if the director# took active part, they had to go. 

1. Bepart of tb® Textile Labour Enquiry Committee, 1CS8, p. 53* 

2. Report of Ahmedabad ilillowners’ Association, 1925* p. 

3. For detailed diseussion refetenee may be made to Reports of the 
Indian ludustrial Commission, ISIS, pp. 12-13, Indian Cotton Textile TarM 
Board, 1927, Vol. I, pp. S5-02, 15 a, Vol. H, Evidence of SomOfiy, Barpda 
^nd Ahinedabad HiUowners’ Association, Vol. IV, Indian Cenim Banking 
inquiry Committee (Majority) Report, pp. 245*250, and (Minority) Report, 
pp. 33C-332, and Report of Indian Tariff Board on Cotton lmlustry« 1932, 
Oha|!W fV, 

4* Buthagar^^Bombay Industries : Cotton Milki 1927, p. 263. 
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th© backing iyatem has also beea hiadered^ for the banks lonsl on 
the gnairafitee of the managing agents and not on the int^inajo 
strength of the concern. 

Another coxmt against the system is that the agency firms have 
too many eoneerns under them. In the words of the Bihar and 
Dfisse Banking Enquiry Committee: “They have got too many ixom 
In the vast and uproarious fire. of their activities^ their outlook is 
too wide and the centre of their operations too far removed and 
financial ^cale too large/’ Andrew Yule and Co.^ Oalcuttaf for 
es:ample> manages 54 concerns* 

In the hands of unscrupulous agents, the system has led to 
gross abuses like receiving secret and illicit commissions, emhes&zle* 
jment, deliberately bolstering up the share values and tfaenun* 
loading at the top level compelling the market ‘ to hold the baby,” 
callous disregard of the interests of the company and hundred and 
one ways of e:rp]olting the ignorant and the unwary investor. Hare 
i« a strong indictment: “They speculated in the shares of the 
company; losing contracts were openly passed on to the mills. 
Cotton was pui chased by agents whose honesty was more than 
doubtful; coal purchased was defective in weight and quality and 
cotton was manufactured by machinery that was loaded with surrep¬ 
titious commission. The factory pay-sheet 'vas charged with 
useless or fictitious employees. Every canon of honest trading and 
manufacturing seemed to have turned upside down and the wholci 
when considered together, gave one the impression that the industry 
existed for no other purpose than to support a gigantic svstem of 
swindling.”^ This is no doubt very strong language and a bit 
exaggerated, yet the managing agency system cannot be exonerat¬ 
ed of some of the charges mentioned above. 

S$neJ}tfi But there are also certain advantages which can be 
claimed for the m 9 ^na,gmg agency system The good managing 
agents, who have zealously guarded their reputation for integrity 
and fair dealings and whose competence to manage the concern is 
unquestioned, have made this system yield the best of results* In 
particular, they have made the advantages of integration available 
to the various concerns under them. Various economies, internal 
and external, have b.«en realizted, because one agency sells goods 
and buys materials, machinery and mill stores on behalf of a number 
of concerrs and one offio© manages them. Financial co-operation 
among various concerns has been rendered possible, for the surplus 
funds of one coacern are lent out to another which may be in need. 

The managing agency system combines the advantMes of a 
partnership with those of the joint stock organization. The keen 
setf interest, initiative, virility, rem>uroafulnes« and adaptability of 
the partnership are harnessed into the service of a joint stock 
company. 

The appaient stiffness of the agreements, in actual practice, 
is constderablv toned down. Some managing agents voluntarily 

i, lb.d“'*“pp, 50-l>U 
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ilibftrdtiir««. By Uieir tftnely flnftii* 
oktl aid Giay liaTe fat many caeee prerented l^e ram of indhwtiiAl 
ooDoMtn and bronglii them to a profitable stage. Although, as Ilf. 
Viuan hubedar remarks, ’'whereas the weaker and the less desirable 
side is iahereot is the system/* yet it has also large poteotiaHl^ 
for good. 

In oonduslon, we may agree with the view of the Jadnstrial 
CiommiBsion that the system has a far greater list of suooesses to its 
credit than oan be shown by ordinary oompany maoagmnent oodw 
individual managing directors. All the same it must be said timt 
the system is very expensive and the Indian industrv oan i]i>affrrd 
to bear its oost. Not many mansbeing agents can daim princely 
salaries as the minimnm amount of oommisiion guaranteed to them. 
As the oonoern beocmes well estahliihed and the period of riidc is 
over, the remuneiaticm of the managing agents may well be scaled 
down. 

It may be suggested that tite managing agents should 
introdnoe internal reforms, apply the principles of scientific manage* 
ment to office organization, aoquhe teofanioal knowledge and ad¬ 
ministrative ability, cultivate a sense of responsibility, purfio spirit 
and scrupulous regard for the oonoern they manage and should 
^soard get-rich-qniok methods. They should explore new avenues 
of industrial development and pioneer new concerns Those 
ue ocmservative and are reluctant to launch sew ventures should 
have really no plaoe. 

Several improvements have bemi effected by the Indian Com¬ 
panies Amendment Act (1936) which has been called the Uagna 
Oarta of Indian shareholders. Their term is now fixed for ^ vears, 
but oan be renewed. They oan be wmoTed earlier if convicted of 
certain offences or if adjudged insolvent. Their remuneration fai 
fixed as a percentage of net profits sut-jeot to a fixed minimum, 
though the terms oan be vari^ by the shareholders. Funds m e 
company cannot be utilized in another and the manasing agents 
eannot carry on any competitive basiness on tbeir own account. 
Loans to them are forbidden except on current aeoount. The 
number of thdr nominees of the board of directors is fixed at cme- 
tbird. 

This is undoubtedly a great improvement. But the managing 
agents can still act on l^alf of several rim'lar oonoerns and them 
interest in idl may not coincide. As pnrohasers of the goods of 
and sellers to another company, tbi^ oan still make illicit gains. 

The fact is that no law oan safegnard the Interest of individnahi 
when they themselves are not vigilant enough. Onr shaieholdms 
are ignorant, indiffment and IsMik oorporate spirit and that vh^nce 
which alone can f nsnre suoeess to a demoorstie institotkm Um the 
joint stoific organitation. 

14. Maau and RleiA«ds of bdiistrul Advance. We erteiYd 
into the indnstrial race a little less %hm a centpiy ago atd yet 
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Miimtion of fbe {tiei^a^ed tempo of iodosti^atliPttau 
Io<3ti»ltiaLjtat{oii in India bae been very tardy, uneven tod 
balanced* Some of onr highly developed induitriea have been tiSl 
reeootly in a ehaotio and depressed state. The following measures 
may be tnggeskd to accelerate industrial development in the 
oonntry t~ 

(1) ProUeiion as a means 0 / Industrial Dtvehpmmt One of 
ifae common mi SBS adopted for the development of industries is 
the proieclite tariff Amenean industry developed ur.der tbe 
shelter of high tariff walls and to did the German and the Japanese, 
We adcptod the policy ol dipcriminating protect«on in 1922 but a 
reorientation of that policy is essential to enable the country to 
reach the goal at tbe desirable speed* We discuss this policy in 
Chapter on Fiscal Policy. 

(2) Sdentijic Management It is necessary that our industrl- 
alistiy on their part, give up the methnds of ‘trial and error* and 
adopt scientific wa^ s. 1 be principles of scientific management, as 
the term ts nc w understood, are applied to the location and orga¬ 
nisation of factories and offices, to the selection, training and orga* 
nizalion of the personnel, to the utihzatim of the best possible 
methods end equipmart so as to achieve tbe maximum possible 
effimtooy of every part of the industrial machine at tbe lowe&t cost 
possil le. 

(3) BatimaUzaticn^. Tbe term rationalization is generally 
applied to tbe reorganization of industry. It involves amalgama* 
lion, integration and modernizatkn with the o |fct of eliminating 
ivaste of every kind, particularly waste of mateiial, waste of labour 
and waste of mechanical power. In a ratu nalized industry, the most 
efficient and the best located works are extinded and further im- 

? )roVed. It seeks to tring the isolated, unco ordinated, self-control- 
ed and self-contained units in the n»dustry to the path of co opera¬ 
tion in the inter© i of the industry as a whole. The industnaliste 
are expected to cultivate a new spirit and a fresh vision, so that a 
new sense cf rispcnsibility and public seivic© enicrges. Such a 
movement was very wide spread in the inter*war perir<d in German|4 
Japan, Englai d and America. It has been called a ‘New induatt^ial 
Kevolntion * 

In India only tbe cement industry presents a rudimentary 
form of raiionahtatioo Some of out major industries are in a 
chaotic condition In each indu‘-try there exists a multiplicity of 
units, highly individualistic in ouilook and unwilling to oo-operate 
in any policy bem fioial to the enti*e indust y. If order is to he 
evolved out of chaos prevailirg in our industries, the industries 
must rational ze with cnercive State action if nccesbary. 

^4) Indu4rmi i'laming^ Above all, we need purposeful plan* 
ning of the entire ir dufiirial fields of tbe world Only a rerolu- 
tionaJ? economic policy and a radical reorganization of induatry can 
bJri|ig out w 1 at Ii dis is capable of. 

her of mi < rteTtn g' 'te» m' ' mirbe 

in yfwack*^ ol Eationelizaikn, 192^, Appendix B, pp* 
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P^mA mommf has ,b6€^ dafinad »o m sok^osio c^f 
arfsntiatlon in wbioh ii^dividnal and separate plaats^ enterjpiisei 
md industries are treated as co-ardmate units uf om single system 
for the purpose of utiiiaiug all available resources to aobieve the 
maximum satisfaction ol the peopie^s needs witfaiu a given time.^ 
What soienufio managemeat does for a partiouiar utnt o* mdmUf 
and rationaliaatijo for all the units in tue mdustry, inaustnal 
planning shouiJ do for all me indutitries put togetUor* 

We are living in a world which is teohnioaliy, poUticaUj and 
economioaity different from what it ever was, Koooomto eiiudi^^ria 
cannot be attained by the automitic functioning of tbedenaad* 
and supply factors, for free ana unplanned aouvities of a multitude 
of individuals naviug an imperieot knowledge of each ot-ior are 
bound to produce disequilibna* As Sir William Beveridge remarks, 
*^t is no more likely that the indii^iduahstio growth of many small 
separate businesses will produce an industry laid out on the lines of 
maximum overall effioteucy, than it is likely that the disorderly, 
uuooiitrullad activities of looutneraole small property owners and 
builders will produce a planned town without needless oorners^ 
duplicate 8trc‘ets and traffic congestions/'^ We must nut ptrmit 
each ndustry to oe a law aQ&o itself aud we must su^cot them to 
a common oontrol. 

It is not, however, proposed that private ownership and a 
reasonable private oontrol should dm^ppesr and tnat the dtale 
should take over the management of industry. But under the 
planned economic system, the State control, reguUtlou aud super* 
vision will have to be much more close and far reaomng to ensure 
the all-round development of industries. Wo must, un the one 
hand, steer clear ot uncontroUed aud unoo-ordmated capitalism with 
its production stimulated to the extreme by ite motive loioe of un* 
hampered individual interest but with its hopUessJy ineScient 
system of distribution and, on the other, of socialism with its 
distributive justice but production haaiicappsd by the laoa of 
individual initiative and enterprise. 

The National Planning Committee which was appointed several 
years back under Pandit Nehru’s presidentship has now su nnitted 
reports by its various 8ab*oommitt©es. Xnese co umittees bare 
done a good deal of exploratory werk. ft is n>w time to evolve 
a practical plan and create machinery for executing it. We 
€oxhe plans in the Ohapter on Past<war iieoau<%traction* 

^wie Othif Aids. The chief handicaps under which onr 
industries are I wbouriag are the inadiqui^cy of otpital and or d t 
faoil tiee, lack of enterprise and in luitrial expsrmace, mad ^u^ite 
knowiwigo of our resources, lack of organised co*operative effart, 

absence of driving and directing force irom the iStaiie, Ail these 
problems must be carefully studied amd boluly tackled. 

1. iiswis bow n quoad by George m 'in 

FI yUtkin,^/' p» IjS. ^ ^ 

$> Vid* 4 tllii»<~ 9 r<«iw ItKhwtitiM aod ihtm 1093, ^ • 
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W« taaiiii iam to the imptoTemnat of the mein leqwhUton of 
indostriaJ devaiopaaeat, viz,, men, money, material, meilcet, noMve 
po«rer, eto. Out of oar humiio material ve must produce, through 
soieotido totining and teohnioal and general eduoation, oaptains of 
industry, dSloient man^^ers and highly skilled, healthy, reaooio^itl, 
totelhgent and responuibie workers. 

Capital resauroes of the country moat be effeotiTely mobilized 
by means of an efficient system of banking. 

The quality and quantity of our raw materials must be im> 
ploTed through the development of agriculture on modern soienttfic 
fines. 

Our markets must be reserved for our own go ods and market* 
ing organization must be improved and male mor e efficient. hHir* 
ther, the hydro>eleoiric resources of the oouutry should be fully 
tapped so that energy at cheap rates is made available to our 
industries. 

Improvement of the means of communication and transporta¬ 
tion, sympathetic stores purchases and railway rates policy, pro¬ 
vision of mdustnal education and resat^oh, ooUectioa aid disBemina- 
tion of industrial intelligence and suitable maohiuery for explo- 
rmg iu lustnal poasi lUities and doing the necessary preliminary 
prosp^hing work, are some of the other essentials which need oare- 
hil attention. 

In all these things the State hM to do a good deal. We must, 
therefore, now tom to the role that the State can play in the in¬ 
dustrial development of the oouutry. 

IS. State §ndjffidiu|ry.—A brief survey of the development 
of the Stateli^oy in India" towards industries may not be out of 
place. We have already seen that ludiau Prtuoes iu the past had 
aeurety interested themselves in the fosteriug of industries. The 
Oast India Oompauy, too, in the hegiunuig, actuated by ocmaiefeiel 
motives, stimulated and enoouragei the development of oertain 
mauaffiotures. But prassure from Buglaud brought about a ohange 
in their policy aud they began to take more interest in the 
growth and expwt of raw materials, and sometimes ereu positiviNly 
disoouraged the maaufaoturiag of articles in India. 

When Ule Qovemmeat of India changed from the Oompniy 
to the Grown it did not involve any great ohange iu the p^oy of 
the State towards ludustry. The ludiau Govarument and the in¬ 
dividual Indian administrators seemed to be strongly in the grip 
of the fms«es-/»rs doctrine. Aocording to this dootrine, the State 
**s<and out of the sunshine, its chief function being to keep 
<^e Arens olear for oompetiltoa. To regulate iudustoy was pami- 
to assist it was futile ani to psrtiidpate in it wee waste 
ofpatdie money.*’ Tfais ptMof, in the mein, oonfanned ttU the 
el World War 1 . , . 
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Batwtiiftin pmvjndal GorBtammpt, oolaMjr (he Machiri Oof* 
emment, on their own InitiA^iWo a4np(e(i e bit fixrwa^ pdUoy* 1^ 
flrit Department of Indaatriea in an indtan pnMnoe waa ettiibUalb 
ed in ^iadraa in lu06. »ir Alfred Chatterton, in 'he empli^ of 
the Ifadrae Oovernment, took an active intereat in (he devetop* 
ment of aluminmm and leather tanning indhatriee. Bat irwd 
Moriey in a diepatoh in 1910 threw cold water over theae aetiivi* 
ties and oonatderahty damped this enthuaiaam. He laid it down 
that the Oovernaient wae not go beyond impartmg knowledge in 
improved methods aa revealed by aoienoe and Jtaropean pmotioe. 
It wae not the bn^iness of the (Government, according to him, to 
demonstrate the oommeroiai poaaibUitiea of anob methods. ] 4 »d 
Oew, hia auooeasor, waa prepared to modify tbia polio/ a 
Httle, bat the (Government oonld not recover from the previona 
aet-baok 

Tbe ouMhreak of World War I, hoeever, bronght abont a 
change in thia policy. To develop Indian manufactorea for tbe 
suoceasfnl proseention of tbe war oeoame imoerative. The Indian 
Induatriai Oommiaaion waa appointed in 19 id which ourried on a 
oompr^ensive aarvey of Indian resouroaa and induHriea and it 
recommended tha4i the Governaaent ahould play an active part in 
the development of indoatriei. The Indian Manition Board was 
aet np in 1917 whose aotivitiM made quite a valuable oontribo* 
tion to the development of Indian industries. By bringiim to the 
notice of Indian manufacturers the new opportunities ereated 
by the war, it led to the development of severtd new branohea iu 
Indian industry. Besides, the Qorernment, during tbe war, 
undertook considerable manufacturing activity cm its own aooount. 

After World War I, the Oovernment oame to play a more ao> 
tive part ic the industrial sphere. The Montagne-Chelms ford report 
laid down ’'that (he Government most admit and shoulder its 
reaponsilHlity for furthering industrial devebpment of tbe ootuitry.*' 
The ludim Stinea Purohase Department was created in 11^1, 
Aa reeoramanded by the Piseal Oommission, the G iremment beoame 
dafinitdy eommitted to the policy of proteotion for helping ludimi 
induahries. 

It. The New Industrial Policy. The new industrial pedioy of 
the Government of India waa announoed on April t, 1948, is the 
Dominion Parliament by Dr. Syama Prasad Mookerjee, Minniter 
for Industry and Supply. The mala points in thia pouey are 

(o) The (Government of India consider that labour’a diawe of 
profits should be on a aliding scale, normally varyii^ with pio« 
duotion. They propoae to establish maobinery to advise on fair 
wages, fair return for capital and better oonditiomi of labour, 

(b) Industries have been iiaghly divided into fear eato< 
gori^ 

^^oluMvp Qoveri^eatipcmppolr.: tim 
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and fttaomiiiiacw, thepMdaotioaandooatrolnfatoiaio aaerfand 
tto ownership and maaagemeat of railway trampaart. 

(tf) GoVwaineQt'OoiitroUed sphere where the State may seek 
the 0<> O|ier&t(oti of private enterprise : e g., ojal> iron and steel, air* 
erefl manttfacture, anp-outliliug, mauufaotareof telephone, telegraph 
and Wirelees appaiatuB, excluding radio receiving sets and mineral 
oils. Tbeexisling underlukings m these fiJds will be allowed 
to develop for a period ot tun years. Management of State enter* 
prises will be generally through pud.o ouipurations. In pursnanoe 
of this pitioy the Qo vernmeut proposes to take up five big prujeots 
eoMting Its. 2 jO- 3(>U orores, viz., a machine-tool iaotory, a oable- 
ibaktng factory, a raido apparatus and radar-making factory, a 
ste j] Ihctory and one ooaueoted with iodusttiai machine manufao* 
taring industry. 

(ui) Subject to State regulation and control : Salt, automobiles 
and tractors, prime movers, electric engineering machine tools, 
Iwavy oheraioids and fertilusers and pharmaceuticals and drags, 
eleotro-ohemioal industries, non-ferrous metal, rubber manafaotnres, 
power and lodusU'ial aloohol, ootion aud woollen textiles, cement, 
engar, paper, newsprint, air and sea transport, minerals and 
indiutries related to defence. 

(tv) Sphere of pr>vate enterprise subject to the general control 
cdthe Stite. Industries in this category h not been mentioned 
ki the policy statement. 

(C) As regards foreign capital as a rule the major interest in 
ownei ship and efi'ective control will be m Indian hands but power 
will be taken to deal With exceptional cases In all oases, however, 
the tealoing of suitable Indian personnel for the purpose of event¬ 
ually replacing foreign experts will be insisted upon. 

(d) As for the cottage and smali-soale in lustries’ the Govern - 
meat leoogmxe that they have a very important role in national 
economy, offering as the/ do, scops for individual, village or 
eo-(^^wntive enterprise, and means fw the rehabilitation of displac¬ 
ed persons. These industries are partiouiariy saitsd for the belter 
ntilisation of local resources and tor the achieve meat of local self* 
sntficimioy in respect of certain types of essential oonsumer goods. 
The developmcat of these industries fails in the provincial sphere. 
But tte Omirai Government wilt undertake to investigate bow 
far stud in, what manner these indusiries can be co-ordinated and 
integrated with iarge-soale industries e. g., how the textile mill 
industry oan be made complementary to, rather than competitive 
with, the handlooni industry. 

(e) To improve industrial housing, a scheme for the oonstruo- 
titnii bf one million wotkars’ houses in ten years is under con- 
MpplUion. 

(jf) The tariS policy of the Govarnment will be design ed to 
•' p wt fe * tnlUr isreign waitpttmon and «a protaote the ntilisation 
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ci taiWf reacDTOM vit^ooti impoirisg aojostifiaU^ bnnien on the 
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(0 The eynlem of tasatioo wtA be leviewed end reedjueted 
where nesG^mty to eoeonrape and productive inveatmeut and 

to present undue eoneentratinn of wealth in the hands of a stnali 
aeetion of the population. In October, lfi4S, the Oovemment 
announeed these conceasiona to industry: (i) Liberallxlng of de- 
preo ation aDowandea ; (ft) exemption from incoire^tax of profile 
of new industries for 5 years up to a limit of 6% on capital; (iif) 
reduction of import duty on plant and machinery from 10 to 
fi% ; Reduction in export duty on cloth from 26 to 10%; and (e) 
abolition of import duty on industrial raw materials. 

It is reoognixed that the State must play a progressive rdte 
in the development of industries, but ability to achieve the main 
objectives should determine the immediate extent of responsibility 
and the limits to private enterprise. At present the resources 
of ibe State may not permit it to function forthwith in industry 
as widely as may be desirable. To remedy the situation, among 
other thinjsrs, the Qovernment is considering steps to create a body 
of men trained In business methods and management. In the 
meantime the State will expand its present activities wherever it 
is alreadv operating and by oonoentrating in new units of produo* 
tion in other fields, rather than on acquirina and running existiug 
units. Private enterprise, properly directed and regulated, has a 
valuable role to play. 

In order to execute this new industrial policy numerous 
bodies will He «et up including s National Planning Commission, 
a Cottage Industres Board, a Cottage and Stnaihscale Industries 
Duecitrate and Housing Board. The industrial policy statement 
baa not caused much surprise nor baa it raised extrav^ant 
hopes The Government seems to have taken a middle course 
avoiding the two extremes of nationalization, on the one hai d, 
and the pampering of the capitalists, (<n the other. The Government 
policy seems to be more realistic and is aimed at increasing pro. 
duct.on which Is the crying need at present Ihis statement of 
Government's industrial policy does not, however, seem to have 
allsted the fears of the industrialists regarding nationalmation, and 
the Prime Minister, the Deputy Prime Minister and the Industries 
^mister bad again and again to emphasize that there was no inten* 
tion nf nationalizing the Industries. It was simple not feasible. 
The Government seems to have bitten more than it could chew* 

In order to place industry on a sound footing, the Government 
intffjduced in April* I9t9, a Hill providing for the '•de^'elopment, re* 
gulation a> d oontror* by the Central Government. The Bill seeks 
to confer verv wide powers on the Government under which it can 
take over any industry or start anv one, at the same time makipg 
it possible for private enterprise to develop iudusUiles in accor«» 
dance with a Centrally regulated policy. Itproeidea forragistra* 
existing enterj^rises and licensing of the new ones. Tbf 
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Heenw nay imfmae oenditioiu regarding kieation and ndoto^ 
ateodard** in roepeet of siae, equipment and teobniqoe. Aeeord- 
Ing to the rules to he framed under the Act, the Gov-emioeBt oan 
aysK the industries to take steps to stimulate deeelopmen^ 
gulate prodootiona, use partionlar r-^ materials, fix standards 
td produotdon, prohibit praotioes likely to reduce produoticm, 
midntain accounts in a certain manner, submit returns, etc. Thme 
are sride powers lindeed and will have to 1 e used sparingly 
private enterprise should be soared away. 

17- Hm work of the Provincial Govemmetrte in ration to 
Industry. Jn each province a “ Department of Industries *’ hss 
been established to foster industrial development in its respective 
province. They provide technical training, and arrange for indns- 
trial research not only in cot neetion with the existing industries 
but also those which can be brought into existence. They abo 
lend fiuMioial asaistanoe to deserving oases. They trv to improve 
the ma^eting organization, and to act as bureaux of industrial in¬ 
formation. In their effort to improve the eoonemie conditions of 
the province they extend the necessary oo operation to other bene¬ 
ficent departments. Their diief functions are the foOowing 

(i) Industrial Bdveation. Apart from the fact that only a 
mimoecopie minority of the people in India is literate and that 
the educational facilities are inadequate, the system of education 
in India is notoriously too literarv and academic and entirely un¬ 
related to reri life If the Indian workers are nnorganized, nn- 
reliahk, inefficient and wholly lacking in ambition, it is the lack 
of ednoation or faulty ^stem of education which is mainly res¬ 
ponsible. The Indian Industrial Commission recommended the 
establiefament of craft schools, training of foremen in the works and 
in some eases attaching technical schools with workshops, giving 
finanotal aid to the em plovers who provided ednoation for their 
employees and starting primary schools for artisans with an in¬ 
dustrial bias. Beoently a committee with Dr Zakir Hussain as 
its president, appointed by the Wardha Education Conference held 
in 1937, recommended the imparting of instruction through a basic 
a>aft and thus sought to rectify the too academic character of our 
education. Messrs. Abbot and Wood, two educational experts 
from England, who visited India in 1986, emphssized the impfflf- 
tance of the training of supervisory grade of workers. They also 
reomnmended co-operation betwera trade and industry on the 
one band and educational institutions on the other. 

How in every province technical instltntions have been estab¬ 
lished, such as theHosiery Institute at Ludhiana, East Punjab, the 
Silk Institute at Bbagalpnr (Bihar) and the Cottage Induttrim 
heWtk established institute at Gulzaribsgti. In East Punjab a techni¬ 
cal school baa in almost every district or industrix] centre, where 
borides general technical ednoation, specialized training is giyeu in a 
oorioin craft whirit b of impprtanoo to that locality. Eogio bjg 



INDUSTRIAL FINANOB AND MANAGSMENT ^ 

kiduslrial oonofeilmB like tike Tatia Iron & Steel Comi>anf, <l4inahe4> 
par« lii^e eet up teobnioal institutes of their own. 

Bnt faeitities for teohnioal edueation provided in India cannot 
be regarded as adequate either as regaids quantity or qiality. 
There is very iittle correlation between requirements of industry 
and the type of training imparted. People who are experts m the 
factory work lack education and the young men trained in the 
technical institutions are found wanting when they enter a factory. 
We want technical schools for the training of ordinary workers, 
higher teohnioal education for the training of foremeo, and com. 
mercial colleges for the training of managers. 

(li) Industrial Besearch, The impiortanoe of research for the 
derelopment of Indian ladnstries can hardly be exaggerated. We 
have made some belated attempts in this direotton. Each major 
industry, as we have already noticed, has its separate research 
organization. Research laboratories have also been set up by the 
Departments of industries in all provinces. As the result of deli* 
beralions of the Fifih industries Oonferenoe, a central organ zation, 
the indastrial^Researoh Bureau, wai created in 19 55 with an advisory 
body oalied the Industrial Eesearoh Council. It supplies industrial 
information, co-operates with the industri a in research work and 
publishes a bulletin giving information useful to the industries. In 
order to meet the requirements of the late war a speedy develop¬ 
ment of ail potential industrial resources of India was felt to be 
necessary. This led to the appointment of a new body, the Board 
of Scientific and Industrial Research, with which was associated the 
representatives of the major Indian industries. It hsa already done 
much useful work and suggested several new lines of msnafaotnre, 
« g., chemicals, oils, etc. But our expenditure ou industrial research 
IS too little to meet adequately the requirements of industry. In 
America jinvate industrialists slone spend $ ,^0 1 , 000,000 on research. 
The t otal cost of research in America is said to amount to 1 /66h of 
the total national income. 

(lii) Industrial InteVigenee, Besides the Department of Com¬ 
mercial Intelligence and Statistics under the Central Government, 
each provincial Department of Industries maintains sn inteliigenos 
branch for the collection and dissemination of industrial intelhgenee 
and information. Anybody who wants to start an industry can 
seek the assistance of this organization. But if it is to be of any 
use, the information must be complete *md up to date. Only a 
body of experts which oontinnously functions can eupidy such 
mfonnatiou. The industrialists, in general, do not feel that the 
Department is properly equipped for the purpose. 

(iv) Finmoial and other aids like holding of Sxhibiliont and 
opming Bmporimut u»i Depfds, dc. We bav« already seen that 
fitate Aid to li^ustries Acts have been passed in all the mravinoas, 
and financial aid is given in the form of loans or subsiatea. We 
have also seen that such meastmes have not prodneed good results. 
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Otjlity of deptta mA exhibitions eannot be denied, but this in 
mt ail that the Indnatries need. 

No doubt, tb© Previnoial Departments faav^© been doing very 
useful trotk, hot it does not po far enough. They have merely 
ernflned tbemseives to tb© aid mg cf cottage industries. They also 
suffer from certain limitations inasmuch as policies relating to 
railsray rates, currency and exchange and tariffs are beyond their 
eontrol. Any adverse decidon on these matters can negative all 
efforts of provincial Governments. 

The Central Government also, In recent rears, have been 
giving increasing attention to the development of Indian industries, 
especially the cottage indostrres. We have already seen bow sine© 
1035 they have been giving annual recurring grani^s for the develop¬ 
ment of handloom, silk and woollen cottage indiistrie!! Their contri** 
bntion to industtial restarch has also b^en mentioned. Other mea¬ 
sures tley took related to the setting up of Indian Sugar Committee, 
Indian Cotton Committee, Indian Jut© Committee, Coal Grading 
Board, passing of Cotton Transporli Act, Indian Tea Cess Act, 
Labour Laws, reduction in railway freights, etc. 

(v) The proper role of Stale in India. The State in India must 
pursue a policy of activism and discard passivity. Our industrial 
structure is defective in several parts The State must ireato 
conditions congenial enough for the industries to thrive so that 
the economic resources of the country are best made us© of. The 
Government muFt further be equipped with petfonnel represent¬ 
ing the best industrial know bdge and experience available in the 
country so that it can act as a competent advi«?er to the industrial¬ 
ists. We must devise a machinery wh’ch can work expeditiously, 
^ectively but sympathetically. People in India by tradition 
always look to tpe Government to guide and direct their activities. 
The Government is the pivot for carrying out the various measuras 
that we have suggested for the industrial advance of our country. 
So long «s tbe"*Government does not take the lead and assure a 
foir field for industrial ventures by safeguarding them from the 
menace of foreign competition, confidence in the industrial future 
wfil not be created and the necessary eond'tions for rapid industrial 
development we are capable of and which we so badly need, will be 
lacking. 

t§. Tbe role of the State in some other countries. There 
i» a growing conviction in every advanced country that voluntary 
action on the part of individuals has miserably failed to promote 
the healthy economic development of the country and that some 
positive action on the part of the State is called for. 

Japan offers the best illustration of the paternal attitude of the 
State in fostering industrial development of the country* The 
Sfieelaeular industrial development of Japan is chiefly due to the 
initiative and fostering oar© of the State. •^Ther© are few modern 
industries today that do not owe their existence to Government 
I nitiative/ *^ . _____ _ 

1* fctiN Eoouomia Fitsiuen* tilao, p. si). 
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Tilt O 0 verBtii« 0 t in Japitn did m lot of pbooering woi^ nmd 
btor ebaoiced its role of an enirtpreneitr %o om of the 
It eetahliehed and maintained m<Klel faetorioi^ and aometimes 
ojpated in the finaBcing of husinesa enlerpriaea. Other meaanria 
taken by it included impoaition of protective duties, granting of 
subsidies, sending students for technioa) training abroad, eng^g^ng 
fc reign experts and specialists, negotiating favourable commercial 
treaties and sending round experts to advise small factories* It 

has been truly remarked that **m Japan.^.modern laduahrialka* 

tion bad the State as its god-father, if not its progenitor/ ^ 

Japan is t ot the only country where the Qovernmeut has 
taken interest in fostering industrial development. In Uermany 
cart^bsaation was officially jpomored, the State, as in the case of 
coal and porash, becoming a partner in private enterprise. There 
was in HitlerV Germany a strong tendency to replace automatioism 
of the free market by the State regulation. About the Naai indust- 
ifal machine, it has been remarked tSat it ''creaks and groans but 
nevertheless moves with surprising rapidity : nearly everybody 
grumbles, but everybody conforms/*^ 

In England the home of taissez faire, there has also been a 
swing in the economic policy of the State. She no longer adheres 
to the traditional policy of lamez faire. The mandate given to 
the Import Advisory Committee seems to establish a principle of 
an almost unlimited official intervention. Pressure has been exerted 
to effect rationalisation in the iron and steel industry, sugar beet, 
cotton spinning, coal industries, etc. Industries in connection with 
synthetic dyestuffs, beet sugar, coal, oil and production and exhibit 
tion of cinematograph films were brought into existence by eonacious 
State action* 

The Now Deal in America introduced extensive Governmenta} 
interference in the economic sphere. 
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CHAPTER XX 
INDUSTRIAL LABOUR 

I. Grovwing Importance of loduslrial Labour tn IndUa* The 

rise tt the wg© earning clas*^ in India baa been very alow* 
Ft^lcioioaiice tf agriculture and at achmcnli to land, th© existence of 
joint •family ayatem and the absence of sucodssiful industrial careers are 
fom© of th© causes which prevented the rise of th© industrial labour 
In India* Demand for Indian labour for Colonies and for plantations 
did raise some labour problems* But it was after the first World Wax 
that the Indian labour became oonacions of its strength and nghtsu 
The influence ot the International Labour Organisation also tended in 
the sa no direction The appointment of the Koval Commission 
on Labour and the advent of Congress Ministnea with a definite 
bias for labour vrelfare have aroused a general interest m labour in 
nment years* The Labour Commission gave impetus to labour legisla¬ 
tion and brought the labour problems to the forefront. Industrial 
labour in India is now a force to be reckoned with. 

Sourues of Labour Supply and Methods of Recraitmeiit. 

There? was a time when there was a chronic shortage of labour in 
India* In view of tie large and increasing population of India 
shortage was anomalous. This scarcity was due to lack of training 
faciliti^, absence of suitable recruiting agencies, lack of knowledge, 
undeveloped means of communication, low wages, high cost of living, 
bad housing condition^, trying conditions in the factories and preva¬ 
lence of frequent epidemics. Although conditions in these respects 
are not even now completely satisfactory, yet a marked improvement 
has been made, with the result that no industry now experiences 
any shortage. 

With the exception of Bombay, Calcutta, and Jamshedpur, 
all other industrial centres draw their labour supply from the 
surrounding areas, e g., at Ahmedabad 65 per cent of the labour 
supply may be called local. Kanpur aho depends for labour supply 
on its immediate neighbourhood. For Bombay the reoruitmg areas 
are in the Ratnagiri District, and the nearby Deccan districts* 
Most of the labour supply for Calcutta hails from outside a radius 
of 250 miles, especially from Bihar, th© 0. P., the U.P., and Madras. 
Jamshedpur draws its labour supply from all over India, 

Recmitment, till recently, was done through iutermediaries 
called jobbers, wukaidama, siriara or mUlriea^ Although primarily 
a chargeman entrusted with the work of supervising labour, tbo 
jobber occupies a position of much greater imoortance. For 
leehntaal training, transfer to a better job, promotion and aid in 
psritate and domestic matters, the worker comes to lean on him 
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«u>{| is oftea oami>letie)y at hia mexey. Virtually ho has hoaii ib» 
aar and ths roioo of the mill manager. But the position is nots 
•omewliat obaoged. Larger Msd more progressive mills haveiloir 
appointed labour officers to look after labour and hare beguu direst 
recruitment, though in the majority of the concerns the old method 
ia still prevalent. Instead of being reoruited in the village, labour 
is now reoruited at the factory gate. But in view of the iotermit* 
teot and fluctuating oliaraoter of labour force, it is difficult to 
establish a permanent and living oontaot between the management 
and labour. Therefore the jobbers still continue to wield au iu> 
fluenoe which cannot be called inomtaiderable and his grip over the 
worker continues to be strong. 

3. Labour Efficiency in India. The human factor is very 
important in industry, as iu any other sphere of economic iifc. 
Industrial progress depends, in a very large measure, on the 
efficiency of industrial labour. In this respect India does not seem 
to be happily placed. 

Attempts have been made by some to represent relative 
iaeffioienoy of Ind'an labour in terms of output or number of hands 
employed per unit of machinery. It is pointed out that an 
operative looks after 210 spindles in Japan, 540 to 600 in England 
and 1,120 in the U.S.A. but only 180 in India. Again, a weaver in 
India, it is said, attends to two looms, in 17. IL, to 4—6 and in tbs 
U.S.A. 0. Sir Alexander McRobert opined before the Industrial 
Commbsion that an English worker was 3'5 or even four times as 
efficient as an Indian worker. According to Sir Clement Simpson's 
calculations, ::;*66 workers in a cotton spinning and weaving mill in 
India are equivalent to one operative in Lancashire. 

But such statements do not reflect on any innate inferiority of 
the Indian worker. More workers are employed in India per unit 
of machinery, because labour is cheap and maohinecy is dear and 
less output per worker is often due to the use of bad material, out- 
of-date machinery, bad control and defective management. There. 
f.)re, we cannot subsoiibe to these pseudo mathematical representa¬ 
tions of the relative efficiency or inefficiency of Indian labour. But 
it cannot be denied at the same time that even after malfii> g ' 
allowance for all factors, the fact remains that Indian labour is less 
efficient 08 compared with, say, British or Japanese labour. There¬ 
fore io India while wages are low, labour is dear. 

4. Indian Labour is 2jess Eflicient bscanse of conditiims. 
There are several factors, for most of which the worker himsdf 
can hardly be blamed, which are responsible for lower efficiency of 
Indian labour. Apart from ths enervating Indian oUmate, poor 
physique, illiteracy and lack of teohnioal training and less 
disoiplim^ oharsoter. the following are the main faoton which 
lower the efficiency of Indian factory worker 

(i) Mi^rcOory Character. Unlike in the West, where faotoij 
popuiatioa is permanent, Indian labourers are tnostiy migtwpts 
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frdm the Tillaga#. They kftv© the villages to escape from dhitftiiK 
tion »»d from immerous aoeial disabilities, or peaaitiee for offeneOa 
agaiost the i^iBage moral code, or from the tnooey-ktider. It may 
a]io be that they leave their villages to improve their ecottomio 
eoBditioii with a view to purchasing land or other property. The 
ex^eisive pressure on land, the decay of village crafts and better 
Opportunities in the city drive the people from the villages to the 
factory areas* 

But they do not permanently sever their connections with the 
yiilage» because, as the labour CommksioU remarks, the driving 
force comefc ff( m one end of the channel only, i.e., the village end, 
‘‘They are pushed and not pulkd to the city/^ Strange and novel 
environment.^ of the city, its insanitary conditions, high cost of 
living and lack ol employment for the whole family compel them 
to leave their families in the village to which they desire to return 
sooner or later* 

The migratory character affects efiBcienry. The worker does 
not feel quite at home in the artificial city life. The strange 
environments sul ject him to severe strain, and he becomes a victim 
to sicknees and disease. The fatigued body and over-stimulated 
mitid find dangerous lelkfia alcohol and gambling. DiscipUne, 
long hours of work in a factory to which be is not used, home-sick- 
ness and mental depression—all adversely affect his capacity for, and 
interest in, his work. 

There is, however, the other side too. The villager brings to 
the factory better physique, and a combination of rural and urban 
bfe widens his outlook. The periodical Tisits to the village consti¬ 
tute a nice and cheap holiday which improves his health. Besides, 
be becomes an instrument for the diffusion of knowledge in the 
village and thus quickens the mind and enlarges the outlook of the 
people of his village. The village effers a safe and comfortable 
asylum in sickness, strikes and lock-outs, in old age and in 
maternity. For all these reasons the connection with the village, 
according to the Labour Commission, is an asset of incalculable value. 
On the whole, therefore, the migratory character of Indian labour ih 
not a OftWie of tiis relative imfficiency* 

(2) L( W Wage$u EflSicienoy of labour depends upon nourishing 

proper bouamfand other amenities. But the wages in India 
Hfe too low to purchafe these. For the paltry sum that a wotker in 
India gets he cannot be expected to put in his best and bis 
efficiency must below. 

(2) Low Siiskmiird of Living* It follows from low wage$ that 
the standard of living of the licdian worker must be very low* 
Inadequate and unbalanced diet, a dirty hovel to live in, shabby 
and insufficient clothing to cover his limbs, and complete absence of 
expenditure on medical aid, education and recreation must affect 
'bW health and efficiency. The Indiah worker^s diet compares 
atdiprourably even with that of the prisoners. A large part of 
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tbe works’s monthly inoome is fiw«.Uo«<»di up by 4ebb and trav^hjl 
oxpooms to and from home and a part is squandered in ganbhog 
and drink* With snob a meagre income it is futile to expect of a 
worker to maintain Mmaelf in reasonable standard. No wonder 
that his efficiency is low. 

\i) Long Hmr$ and Trying Factory Conditional A worker who 
has to work for 10-11 hours ewery day in the hot summer days or in 
serere winter in a congested and ill-ventilated factory under aa 
UDsympathetio manager cannot put in his best. He cannot bs 
blamed for loitering if he is oompailed to rest and took round a 
little to get some relief whioh he so badly needs. Factory environ* 
menta represent a marked contrast to his native enviraoments. His 
efficiency must naturally suffer. 

{S) JJnaatiafadory [lousing. A farther cause of industrial ineffi* 
ciency is the appalling condition in which the workers are boused. 
Insufficient accommodation, the dark and stuffy interior of the 
tenements and their squalid surround.ngs aro the chief features of a 
working olass colony. Smsle-room tenemeiits seem to be the rale 
and most of them are not fit for human habitation. They are said 
to be "cold in winter, hot in (ummer and wet in rains.” 

Many jnte mills in Calcutta and cotton mills in Bombay provide 
quarters for a fair proportion of their employees, bat majority of the 
textile workers are still unsatisfaoiorilv housed. In other industries 
conditions are a little better. Most of the sugar mill employees are 
lodged in mili quarters in open surroundings. Coal mines in Jharia 
and Bihar have provided good sanitary quarters of approved designs. 
The housing arrangements at Jamshedpur by the Taras and at 
Nagpur by the Empress Milts are very good. The former baa built 
a garden city of (<,000 houses, and the l»tter has laid out a model 
village with all the necessary amenities In both cases the employees 
are encouraged by loans given on liberal terras repayable in easy 
instalments to build houses for themselves. Further, slum oiearanoa 
programmes have beea undertaken by the mnnio'palities in Calcutta, 
Bombay, Madras .ind Kanpur. The Bombay Q.vemment has 
oomplet^ nearly one-third of its gigantic programme of building 
62.5 chawis with fi0,t300 tenements. Several provincial Governments 
have under their oonsideration bousing schemes to clear the slums. 

But it is a big problem, and no early and easy solution may 
be espeoted. Reports of Health Departments in the prinoipsd 
indnstrisl areas still sadly reflect on the dirt, dost and congestion 
of the workers* colonies. In these ciroumstanoes Indian labourer 
must continue to show a lower degree of effioieot^. The protflem 
of improved bousing is now receiving the attention of’jthe Govern¬ 
ment of India who hare set up a committee to examine the whole 
subject. 

(<^ Aiaenteeiam. There is a high tumover of labour In Indian 
ffictmies. It is considered that a worker availed himself ofS-S days* 
hcfliday in a month and 8-7 weeks in a year. It necn^tatee' the 
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et]3|fcIo]fixiefit «rf r«»i5rre witli additional costa to the concero* IH 
feeent years poIiHoal and comzcanal disturbances and hUfe 

Ineteased absenteeism* Eeoeipt of a big bonns laonM send large 
nnmbeta of workers to villages to enjoy a spell of idleness m to 
escape from the discomforts of the city. 

(7") /ndetledssss. Being in debt has an adverse psyehologioal 
effect on the worker and impairs efficiency* The nsnal rate of 
interest varies from 75 to 150%* Once in debt, therefore, it i» 
Impossible for a worker to extricate himself* An inquiry in Madras 
showed that of Si 0 workers all but 13 were in debt on an average 
of about 6 months’ wages.* 

Other factors responsible for relative inefficiency of Indian labour 
are the defective and inex perk need management, use of bad mach- 
inerv and materials and weak labour organfeation. In the word^ 
of Or* Vera Anstey : ‘‘When it is realized that the labourer who 
is obliged to live in such uncongenial, unhealthy and soul-destroying 
surroundings, is in any case iihterate, superstitious and untrained^ 
is it to be expected—entirely without prejudice to his mental abili* 
ties—‘that at any wage, however low, his services can b© really 
cheap?* 

In order to improve efficiency, it will he necessary to adopt a 
eomfrcfaensive programme of labour uplift. Greater diffusion of 
technical and general education, raising of wages to a reasonable 
level, reduction of hours, improved housing and other improvements 
in working conditions are bound to affect favourably the efficiency 
of the workers* But, above alt, a radical change in our ideals hi 
necessary* So long as a worker suffers from a sense of insueurity 
and fear of unemployment, and so long as he feels that be is 
woiktng for others, bis efficiency cannot rise to the highest pitch 
possible and be will try to do ^the least and get the most out of bis 
work. He must, on the other hand, be made to feel that his work 
fulfils a social purpose and he must be guaranteed complete security 
from want and fear. Thus alone can the worker develop the right 
mewaie* 

5- U|fe«SUC»J!!WU^ past a few enlightened 

enuployera, misstonary societieslike the Y.M.C.A. and social orgoni* 
xations like Bombay Social Service League, Seva S>idan Society, 
etc., interested themselves in promoting labour welfare. Labonr 
organizations, too, have been taking keen interest now in this direo> 
tkw *4 It is now recognized that Isbonr welfare work is not to 
be earned on purely on humanitaiien grounds but also for eoonomio 
rwsoQB, inasmuch as it has a direct bearing on labour effifitenoy. It 
also gives labour an added sense of digpaity and responsibility. Since 
tbe^vent of provindal autonomy the Governments in provinces 
%eeaaie more actively interested in this tyf.e of work, Welfitre 
centres have been established in the important industrial towns of 


Ji ShiVa Rao—Ttie Indtwtrial Worker ia Indfa, 3839, pp. 1881 3& 
2. V'.Vtt i&nst«gr~£i>ouaiai« DeveloimMat of India, 1930, p. 830. 
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ocmntery like Bombay^ Oalmitta, Madras* Kanpur, Nagutir* ete* 
The Central Government hae also appointed a General Adviaer on 
welfare work. 

Among the labour welfare items may be mentioned educational 
desses, circulating libraries, indoor and outdoor recreational active 
ties like games, sports, dramatic performances, Im^ern and other 
hctures, cinema shows, radios, nursery schools, medical sid, 
maternity arrangements, etc. An industrial training workshop has 
been established at Ahmedabad by the Government of Bombay. 
Ih© work done by the Textile Labour Assooiation, Ahmedabad, 
©specially in the medical and educational spheres, the Tata Iron and 
h'teel Company, Jamshedpur, the Empress Mills, Nagpur, the 
Buckingham and Carnatic Mills, Binny Mills, Delhi Cloth Mi.Is, etc., 
deserve special mention. 

6« Labour LegislatioUf Since the advent of modern industryj, 
the employers were free for a generation to use their labour in any 
manner they liked unhampered by any factory Iaw^ The rpsult 
wm that the hours were inordinately Irng. Labour, especially 
women and children, was exploited. The conditions in the factories 
were inhuman and intolerable. For injuries received in the factor^, 
which the unfenocd machinery freely inflicted, the worker did not 
receive any compensation. 

Factory Act (188J)» The heart-rending conditiors of the 
workers awakened the sympathies of some public spirited men in 
India. The Lancashire manufacturers a^so pressed for factory 
legislation in India, because they thought the absence of it placed 
the Indian manufacturers at an advantage. A Factory Commission 
was appointed In 1875 which hd to the pasting of the first Factory 
Act in 1881. Under this Act the children got a limited protec* 
tion. But the adult labour continued to suffer. No child was to b© 
employed below the age of seven and the number of hours for them 
were fixed at nine. There was a provision for four holidays in a 
month and proper rest intervals. Fencing of dangerous machinery 
was not provided nor the reporting of accidents. In the absence 
of proper factory inspection the Act remained almost a dead letter. 

Factory Act (1891)* The Act naturally did not satisfy the 
woikers or their sympathizers. The adult workers had to work 
from sunrise to sunset even on Sundays, and the holiday s were 
devoted to the cleaning of machinery. They did not get any time 
even for meals. Another Factory Commission was appointed in 
1890 and, on their recommendations, the secoed Factory Jet was 
pas'sed in 1891. According to this Act, the minimum age for em* 
ployment of children was raised to nine, and hours of work for those 
between the ages of nine and fourteen were reduced to seven. No 
woman was to work between 8 p.m and 5 a.m. and the maximum 
number of hours for them were fixed at 11 with an interval of 
1| hours. Other provisions were : half an hour’s compulsory rest 
daily and a weekly holiday. The Act applied to factories employ¬ 
ing 60 persons^ at against 100 persons in the first Act* and the Iok^ 
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OoremmeniQ were empowered to apply it by notiSeation even to 
those employing 20, 

]^uci 0 rp Act {1911). For the next 20 years no stsp forward 
was taken in the matter of factory legislation. In 1906, the Freer 
Smith Committee and m 1907 a Factory Commission inquired into 
the working conditions ; and they referred to the evasion of the 
previous factory law.-^. This led to the passing of the Factory Act 
of 1911, Its principal provisions were: 12 hours the maximum 
limit for men and 6 for children, regulatio s to ensure safety and 
health and to make inspection more effective by providing penalties 
for breaches. 

Fadory Act (1922). The first World War bad awakened among 
the workers a new consciousness of their importance and solidarity. 
There was insistent demand for reduction of hours. The Factory 
Act was amended in 1922. 

This Act applied to factories employing 20 persons, prohibited 
the employment of children under 12 and in two factories on the 
same day, fixed 6* hour day for thoee between 12 and 15 years of 
age, and a half-hour interval after four hours' work. It limited 
the hours of adult workers to 60 per week and 1 i per day. Women 
were not to work between 7 p. m, and 5-30 a. m. It contained 
proviskns relating to compulsory rest intervals, a weekly holiday, 
measures for health and safety and for controlling excessive 
artificial humidification in the interest of worker's health. 

Minor amendments were made by the Acts of 1923, 1926 and 
;981. 

Factory Act (1934). The working of the Factory Acts revealed 
their ehortcoruings and the labour leaders and social reformers 
agitated for bringing the factory legislation in India in line with 
that in advai'Ccd cnuntnes. The Royal Oommission on Labour was 
appointed in 1929. It conducted a comprehensive inquiry into 
the various labour pro>*lems of India. A crop of legislative measures 
resulted from their rcoommendations. The factory legislation was 
overhauled by the Indian Factory Act of 1934. According to this 
Act, no child between 12 and 15 years was to work for more than 
5 hours a day and non-adult workers between the ages of 12 
and 17 bad to produce a certific^ite of fitness. In the cage of adult 
workers the maximum number of hours was limited to 10 per day 
or 54 in the week There is a provision for a weekly holiday ana 
ar^st interval after 6 hours* C'^ntinuous work The seasonal 
factories were permitted to work 11 hours a dav or 60 hours per 
week The factories can bo called upon to adopt cooling measures 
for the comfort of the workers. They have to provide 
adequate water supply, a shelter for rest, suitable rooms for women 
and children and adequate first-aid equipment The Act also limits 
overtime workink' and provides for extra pay for the^ overtime put 
J0. There are provisions for the security of factory structure. 
Limits were imposed on the power of I^cal Governments in granting 
exemptions, 
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The Factories (Ametiidment) Act, 1944, removed some defsote 
of tba Aot of 19o4 and met some diffioultiee experieaoed itx ili 
An amended Act passed in March (1946) reduced 
the weekly hours of work to 54 for seasonal and 48 for perennial 
factories* 

In recent years there has been increasing tendency on the part 
of provincial Governments to apply the provisions of the factory 
]aw» by notification, to all factories employing 11 or more persons 
by making registration of such factories compulsory* 

Factory Jet {194B). The Factory Act of 1934 was amended in 
a comprehensive manner by the passing of the Factory Act of 1948, 
The Act of 1934 left many vital matters to the rule*making 
powers of the provincial Governments. All the minimum require^ 
ments, particularly relating to health and safety, have now been 
embodied in the Act itself. There is a provision of a minimum 
standard of 600 cubic feet of space per worker in the case of new 
factories, effective arrangements for the supply of wholesome 
drinking water and the provision of bench rooms for the physical 
comfort of the workers. A canteen it compulsory for a factory 
employing 250 workers or more. 

There is a provision for compulsory licensing and registration 
of factories. Previous permission has to be obtained for the 
construction and extension of any factoiy and speoifi&tions have 
to be approved. 

The daily and quarterly limits of overtime have been fixed 
and the extent of the annual leave with pay has been raised from 
10 days per year to one day for every 20 days of work in the case 
of an adult and to one day for every 18 days of work in the case 
of a child. 

The scope of the Act has bean extended to the acceding States. 
The distinction between seasonal and perennial factories haa been 
removed* 

It jMTOvides for employment of welfare officers in factories 
employing 600 or more workers. 

The maximum weekly hours of work have been fixed at 48, 
No child can be employed in the factory till he has completed his 
fourteenth year and hours of work for children have been reduced 
to 4^. 

The Act also imposes penalties on workers for breaches of the 
Act, They can be imprisoned if they wilfully mishandle machinery 
and fined if they spit except in the spittoons, 

7, Legislatian for the Mines A separate set of laws was 
passed to regulate working conditions in the mines. 

The first Act, which was passed in 1901, only contained provi¬ 
sions relating to safety and inspection, but was silent about the 
hours of work. 

The Act of 1923 fixed ^ hours per week for workers above 
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K UBd md 54 fcnr uudergroand worker»« but the uumber of didl^ 
m was uofc limited which was done by the 1928 Aot when u 
maximum of 12 hours per day was fixed. 

^ result of the adoption of Draft Convention in 1931 by the 
International Labour Conference and recommendation* of the 
Labour Commission, the Indian Mines (Amendment) Act was 
passed in 1935. It prohibits the employment of any person in 
mines for more than six days in a week. For the workers above* 
ground, the maximum number of hours is 64 per week or 10 per 
day and 9 hours for those underground. No child under 16 years 
can be employed in a mine. It also provides for the recording of 
accidents necessitating absence for more than seven days. Women 
caonct be employed underground. This provision was relaxed for 
the duration ot war in coal-mines due to shortage of coal. Rules 
framed in 1936, 1937 and 1939 provide for taking strong measures to 
ensure satety. Mines Boards have been set up with the object of 
regulating conditions relating to general health of the mine-woikers. 

A Cual-Mines Labour Welfare Fund Act has been passed which 
empowers thr Central Government to levy a cess on coal from 4 as. 
to H as. per ton, A part of the proceeds has to be spent on workers’" 
bousing. 

A Bill providing for provident fund for workers in coal-mines 
was passed in August 1918. The employers are to contribute a sum 
equal to one ajuna m the rupee of the basic pay of the workers. A 
similar oontributiou is to be made by the workers. 

8* Some other Labour Oaws. Besides the laws mentioned 
above, there are several other laws relating to labour of which the 
following deserve special mention : — 

Payment Wages Acl^ 1936. Although it applies to railways 
and factories yet its operation can be extended to tramways, quarries, 
inland vessels, plantations, etc. Ihe maximum wage-period has 
been fixed as one month. Oonceras employing las^ than 1,000 
persons mu«4t pay the wages before th^ expiry of the seventh day 
after the last day of the wage period, tho^e employing more 
than 1,000 before the tenth day after the expiry of the wage-period. 
In case of termination of services, all amounts due must be paid 
before the expiry of the second working day after such termination. 
The permissible deductions from pay include fines for damage or 
loss of goods expressly entrusted to the employee, payment for 
housing accommodation, recovery of advances or adjustments of 
over pavmeniB, for income-tax, contributions to provideot fund, 
postal insurance, co-operative dues, for any order of a court of law, 
etc. No deductions are permitted tor damage to material in course 
of manufacture. The total amount of the fine in the wage period 
IS not to exceed half an anna in the rupee and the amounts realised 
must be spent on purposes beneficial to the workers. 

If mrktnm's Compenmtion Act* Up to 1923 an employer could 
lu a court of law under Fa4»JI Accidents Act of 183 j in (m& 
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of dmth by aooideat. Bat the kw vat praotioaUy a dead letter. 
The fimt Ooeapeasation Aot wae passed in that year and it proTided 
for a oompeasation to be paid to the employee in oaae the aool^at 
oooarred during, ani in coarse of employment Amending Aots 
were passed in 1926,1929, 1931 and 1933. The amount of oompenso' 
tion in ease of a fatal accident depends upon the average monthly 
wages of the deceased, and, in oaae of injury, on the monthly wage 
and the extent of the injury. For those getting less than Bs. 10 
p. m. the oompeasation in oase of death is Es 500, for permanent 
disablement it is Bs. 700, and for a temporary disablement the wage 
and a hidf. When the monthly wage is between Be. 50 and Bs. 60 
the corresponding figures are 1,800, Bs. 2,520 and Bs. 15 p. m. 
respeotivdy. The amounts of compensation for persons earning 
over Bs. ^io are Bs. 4,000, Ba. 6,000 and Bs. 30 p. m. respectively. 
In the oase of minors, the compensation for death is Bs. 200, for 
permanent disability Bs. 1,200, and for temporary disablement half 
the wage. To safeguard the interests of the depemiant^ all fatal 
accidents have to be brought to the notice of the Commissioner 
ind the amount of compensation has to be promptly deposited with 
him when the employer admits the liability, and in oase he does not, 
the dependants are informed accordingly. The Labour Oonferenoe 
held in November 1945, decided to recommend the amendment 
of the existing legislation and make it more favourable to labour. 

Maternity Benejfit Legislation. How unsympathetic the Indian 
legislators were to the cause of women can be gathered from their 
rejection in 1924 of a Maternity Benefit Bill moved by Mr. N. M. 
Joshi. After five years, however, the Bombay Government passed 
the Maternity Benefits Aot which was substantially amended in 
1935. Such Acts have now been passed in almost all provinces 
and they apply not only to factories but also to plantations and 
mines. These Acts provide for compulsory rest and a cash benefit 
for a oertain period before and after child birth, subject to the 
condition that the employee has put in service for a period varying 
&om six months to a year. Daring the period of this cash benefit, 
the employee oonoerned cannot take up servloe elsewhere. Maternity 
benefit is included in the scheme of social iasuranoe prepared by 
Gkivenunmit ef India recently. 

PkmllaUon Labour LawsK The Assam Labour and Emigraticm 
Aot was passed in 1'. Oi. It regulated the recruitment and employ- 
moat of indentured labour in Assam and subjected the workers to 
penal contracts. It involved a form of slavery and Was, therefore, 
an eye-sore to all self-respecting Indians. The pr.noiple of inden¬ 
tured labour was withdrawn in 1915 and penalties for breach of 
contract were done away with in 1927. In pursuance of the recom¬ 
mendations of the Boyal Commission on Labour, the Tea Distriott 
Emigrant Labour Act was passed in 1933. It aims at exercising 
necessary coataxil over recruitment in the interests of emigrants to 
teagMdoas. The emigrants have the right'to be repatrktod at the 

1, a Utetory of piautiiUttuns Lbour lagislatiM safelA, m!' 

ESaiignnt Labour to Amam Tea Qardans. IBto. 



m 


lNt)IA5t EOONOMtOiS 


employer's expense after the first three years of seririce or mm 
within one year if the work is not suited to their personal capacity 
or fofany other sufficient reason. Persons under 16 years unaocom- 
paniad by their parents or guardians and a married woman without 
her husbanded consent cannot be recruited. 

JUgidation Relating to Shop AssieianU, It is well known that 
persons working in shops and other commercial establishments have 
to work very long hours, sometimes from dawn till late after dusk* 
While the factory workers attracted the notice of philanthropists^ 
nobody paid any attention to the miserable lot of the shop assistants 
who did not get any holiday at all or any break for rest or meals 
Bombay was the first to pass Shops and Establishments Act which 
came into force in November, 1940. Other provinces followed suit. 
These Acts provide for a weekly closing and a weekly holiday for 
employees^ the maximum daily hours, the opening and closing hours, 
remuneration for overtime, holidays with pay, etc. There are, 
however, certain variations as between one province and another. 

Labour Legislation for Transport Workers—Railway Workers. 
In 1930, Indian Railways (Amendment) Act was passed which gave 
effect to the International Labour Conventions ratified by the 
Government of India about a decade ago with respect to railway 
employees. The Act provides for a weekly rest of full 24 hours and 
for a 60 hour week. But for the employees whose nature of work is 
intermittent, the maximum is 84 hours a week. In a case of 
emergency or exceptional presBure of work exemptions can be 
granted and in the case of the latter overtime shall be paid. 

Maritime Workers, These workers are covered by the Indian 
Merchants Shipping (Amendment) Act of 193L According to this 
Act, young persons below a certain minimum age cannot be employ¬ 
ed as trimmers and stokers. An indemnity has to be paid if the 
ship is lost or foundered. According to Indian Ports Act of 1922 
and 1931, children under 12 are not to be employed to handle 
goods in ports. In case of accidents in loading and unloading of 
goods, the dockers are protected by the Indian Dock Labourers* 
Aot, 1934. 

9« Concludiiiig Remarks on Labour Legislation* Each Minis** 
try under provincial autonomy, in its zeal to improve labour oon- 
ditious, prepared independently its own programme of labour 
legislation. It waa fear^ that unoo-ordinated labour laws impos 
ing unequal financial burdens on industry and creating different 
conditions of work 5n different provinces might weaken the com¬ 
petitive strength of industries in certain provinces as compared 
with others. Also, that as a result of this unequal treatment and 
eouditlous, industries might migrate to areas less suitable for the 

S uriwe simply to avoid vigorous labour laws. Uniformity in labour 
iw$ fa, therefore, very essential. } . 

At^ougbj since the Royal Commissioxion Labour reported, 
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there has been increased legislative activity in the sphere pf indns* 
trial labour, yet there are still important gaps which need filling up. 
The raeasnres ^naoted so far cover only a small percentage # the 
total number of workers engaged in the various branches of ittdus* 
try. There is an immense number of small eftablishments v^here 
sweating labour conditions prevail and the workers there have yet 
no protection of the law. 

Besides, while every other country has adopted social seour% 
measures and makes provision against sickness, unemployment, 
old age, and poor relief, there is no such provision in India. Eng- 
lard, Canada and U.S.A., have prepared tar-reaching social security 
schemes. Britain's social security plan protecting every citizen, 
rich or poor, in sickness or health, from cradle to grave is already 
in eperation. The cost is estimated at about £450 million a year. 
The U.S. scheme has been described as a ‘breath-taking’ one and 
the expenses are expected to amount to astronomical figures. It 
18 necessary that some measure, however modest, of social security 
should al *80 be provided for Indian labour. India has yet to ratify 
49 out of 63 conventions adopted by the International Xiabour 
Conference. 

10. Social Insurance* Almost all the advanced countries have 
provided for insurance against sickness and unemployment and have 
made arrangements for old age pensions on a contributory basis, 
worker, employer and State each contributing. But in India it 
remains still a far oflF ideal in tpite of the International Labour 
Conventions adopted in the matter. The matter relating to sickness 
insurance did at one time engage the attention of the Government 
of India. But on account of practical difficulties, administrative 
and financial, it did not appear to be feasible to introduce any form 
of social insurance. Sometimes the employers put forward the plea 
that the industry cannot bear the additional cost which such 
schemes must involve and that the workeis do not like to oontri* 
bute. There is not much eul stance in these arguments. Such costs 
should be considered as eseential coBts and not ’‘additimaal’* 
costs and the industry must manage to bear this expense. As for the 
workers, when they come to understand such schemes, they will be 
only too glad to Contribute, This would help in building up a 
permanent wage-earning class and diminish absenteeism and turn¬ 
over. Social insurance is 1 ng overdue and whatever difficulties 
have to be faced must be overcome in the name of humanity. Some 
large industrial concerns give small pensions for long and faithful 
service, but they are mostly (xgral a and cannot be claimed as a 
matter of right. Bengal is contemplating the introduction of old^ 
age peufions for jute mill workers It is hoped that such leglskMon 
will b© undertaken on an all-India basis. The Government of India 
have new prepared a scheme of social inBuranc© and obtained for 
the purpose the assistance of two experts from the International 
Ijibour Office. 

11. Employees* Slate Tntarance. Employees* State Insurance 
Bill was passed by the Dominion Parliament in its budget session 
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held 1048, The Bill provide® for ftlckoees, n^ftternity end eocldetit 
benefit® for elS workers employed in factories. The Government 
havOi however, been empowered to extend the scheme to other 
establishments, indnsfiial, o< mmercisl, agricultural or otherwise. 

Before a worker could qualify himself for fickness benefit, it has 
been provided that contributions should he paid for a period of 
six months and that in return for such contributions the workers 
would be entitled to benefits in s subsequent period of six months. 
The minimum number of weekly oontribui^ons that must have 
been paid by the workers has been fixed at 12. 

The number of contributions with regard to maternity benefits 
is also 12, The noatemity benefit per day is 14 annas. 

The contributions are payable not only in respect of weeks 
daring which the employee rendered service and received wages 
but also in respect of weeks during which be was on authorized 
leave or wa^ unable to work because of a lock-out or legal strike 
with the further qualification that in respect of legal strike, con* 
tribution would be pn 5 able only if wages were paid either in part 
or in full. The omploj ee’s contribution would be recovered only 
from the wages due for the period to which the contribution related. 

The workers with a monthly income of Es. 260 and below 
would all receive approximately seven-twelfths of their monthly 
earnings by way of sickness or disallement benefit. 

In regard to medical care and attendance to families of insured 
persons, it has been provided that if a provincial Government was 
in a position to provide for medical can and treatment not only 
for the insured worker but also f( r Lis family and if the corporation 
was in a position to bear the extra expenditure, then the fcenefit 
would be extended to the fanulv of the insured per&on also. The 
maxirr um period for which sickness benefit is payable has been 
prescribed as eight weeks in a \€>ar. But as soon as circumstances 
permit the corporation is ai^krd to make use of its powers to 
extend the period of benefit. 

The provincial Governments were expected to contribute about 
one-third of the cost of providing medical care and treatment. It 
was expected that the standard of medical car© and treatment for 
insured workers would be such as would cost about Rs. 6 per year 
as against the per capita expenditure today of 6 annas. So far as 
the Central Government is concerned, it would make a grant equal to 
two thirds of the administrative expenses for a period of five years. 

The scheme will be administered by a corporation to be known 
as the Employees* State Insurance Corporation with the Labour 
Minister of the Central Government as the Chairman and the Bealth 
Mitttafcer as the Vice-Chairman. Both the ©mployoea and the 
enaployers will have five members each on the Corporation. 

As the Labour Minister himself admitted in Parliament, the 
tn^nre was only a modest beginning in the direction of social 
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iBflniiitiioe, He also dieeloeed that the Qwar»me»t wera WOrfetHtf 
013 pla»g for fiitaning employment inswranoe and provident fond fo¥ 
the employees. He expressed the hope that it woald be possible 
before long not only to bring a mueh larger proportion of apaployees 
within the scheme bnt also to enhance the period of the sickness 
benejftt and make provision for medical treatment to families of 
inenred persons. 

12. legal Minimnixi Wages* It is sometimes argued that 
increase in wages will be squandered away in drink and other ijl- 
advised expenditure or that it will induce the worker to have some 
holiday and thus add to the already high degree of absenteeism or 
that it will be neutralized by increase of population. Further, that 
a higher scale will be beyond the capacity of the industry to bear so 
that the country’s industries will be beaten in inter-national com 
petition. But these arguments cannot stand even a cursory 
scrutiny. No <ioubt a sudden and large increase in earnings may 
result in some foolish expenditure. But if the higher scale is 
maintained this folly will be only a passing phase and if the in¬ 
crease is gradual there will be no dange? of foolish expenditure at 
all being mdultred in. It will lead to improvement m standard of 
living and the desire to maintain that standard will keep the 
population down. It is too late in the day to appeal to exploded 
theories of population or wages. To say that increase in wages 
will lead to off-days is to mieunderstancl the psychology of labour, 
for it means the satiety point with respect to earninge has already 
reached which is simply ludicrous. As for the industries* capacity 
to bear the proper scale of wages, it may he said that if the indus¬ 
try can only survive when labour is exploited, the sooner it goes 
down the better. To expect the weak shoulders » f the workers to 
prop up such an industry is inhuman and detrimental to the 
nation at large. An efficient management can surely make several 
other economies and a temporary difficulty of an industry in the 
international competition can be overcome by other means of pro¬ 
tection and aid. But it should never look to sweating of labour 
as a means of survival All objections to the increase of wages 
must he brushed aside and the industrialists must be brought round 
to see the sense and justice of increasing wages. Besides an ade¬ 
quate and fair wage, the workers should he granted a production 
bonus monthly to stimulate production and also an attendance 
bonus yearly to reduce absenteeism Only then the quality of 
the human factor will improve and this is inc' ispensable to any 
real and substantial progress in industry. Not much can bp Mr 
compliahed by weaklings invalids and illiterates 

It is recognized in all advanced countries thst it is desirabte 
to maintain certain minimum standards of bfe Thus tninimuin 
WEge-flting machinery has been set up to provide for a minimum 
wage, particularly in *»sweated** trades where the workers are bopb*- 
lesslrtincn^^ therefore* in a helpless condition. The 

Intemationa) Labour Oonfereno© held in 1928 adopted a convention 
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In tW» Miiliaottiiii* Tie Royal Commission on Labour In India ako 
m^ostad an toreitigation into the feasibility of setting up a mini- 
mum vage^fixing machinery. 

Thk 0 ¥ezdtie reform has now been e£Feeted and the Minimam 
Wages Ant has been passed, aocordtag to whloh minimatn 
wages will be fixed in certain selected industries and trades. The 
administrative machinery for the purpose is being set up. 

IS* Wages and Cost of Uviog. .The standard of Itring of the 
Indian worker has n'^ver been consistent with human dignity 
Even the prisoners get a better diet» ani cattle in the West are 
better housed. The Indian worker’s diet is meagre and unbalanced^ 
elotbing shabby and insuflSoient and his house a mere hovel. Of 
relaxation and recreation he cannot even dream. But for illiteracy 
and ignorance^ the limit of toleration would have reached long 
ago. If Indians had not been fatalists, there would have been a 
revrlntion by this time. At the Internaiional Labour Conference 
in 1929, M>. N. M. Joshi observed, **Just and humane conditions 
are still in India a far-oflF deal, and if evolution is too slow, the 
attractions of revolution are great.” We may add cur own warn¬ 
ing in the words of a poet: 

O masters, lords and rulers in all lands, 

How will the future reckon with this Man t 
How answer his brute question in that hour. 

When whirlwinds of rebellion shake all shores ? 

When the dumb terror shall rise to judge the world, 

After the silence of the centuries ? 

gOWlN MABKHAM, 

Since 1939 the earnings of workers have gone up, but have the 
leal earnings gone up ? Average earnings per head have risen from 
Rs, 287*5 in 1939 to Rs. "28 4 in 1948. But the cost^of living 
index has gone up to 292 (1039 = 100). The real average earnings 
have therefore gone down from Rs. 2H7 5 in 1939 to 249-5 in 1948 ^ 
The worker is thus worse off. Something must be done to improve 
his lot end secure for him a larger share in the national income. 

*^14 industrial progress and proa* 

perity msmtenanceTof piaSSul relations between labour and capital 
h of the first importance. Industrial conflict means a loss, both to 
the employers and the employees even when the latter score a 
viotory. It is also harmful to the community in general. There- 
fore, every effort is made in advanced countries to maintain in* 
dustrial peace. 

For a long time in India tl ere was no industrial unrest Al¬ 
though modern indu.«try began to grow in India in about the 
mfdd'e of the last century, yet for nearl ^ half a century no dis- 
ptlte of importance took place. Whenever a dispute did take 
pliee, the employers came out invariably viotoriona. They 

L Saatem Pelhi, Den^ SI, 104$. 
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a&'powwfal and the^ oonld eaady import 'black lega’ in oaa9 tim 
vorkeani 'downed* took. The workers, on the other hand, tram 
hopeleseAy unoifanized acd absolutely iuartioulate. The ttad 
of strike as a weapon to fight the capitalists was yet nnkoowa. It 
was only in the pr^nt century that the workers became daw* 
oonseiouB. Bat even then, up to 1919 the disputes between labour 
and capital were sporadic. 

Daring World War 1, there was intense industrial activity and 
abnormal profits were earned, in some oases more than 20U per 
cents. The war bad also made the workers conscious of their rights 
and they were prepared to fight for them if necessary. The iMu* 
enza epidemic of IfilS, which took a toll of about eight miliiott 
people, thinned their ranks and made them feel their strength. The 
year 1919 saw the outbreak of industrial strife on an organised 
scale. Cbnoerted strikes took place in textile miUs in Bombay, 
Ahmedabad and Kanpur. A move to make a out in 1929 in 
Ahuiedabad led to a big strike. Bigger strikes came in 1924. The 
year 1916 was still worse. A move to make a wage-oat dT 12^% 
led to a general strike lasting for two months in whiob the workers 
put up Btnbburn resistance against an attack on their wages. The 
next two years were relatively calm. 

In i928, there was an outbreak of industriai oonfiiot ol onpreoe* 
dented intensity. Hevoluuonary and oxiremist elements had 
iiifiltrated into the workers’ organizations pledged to destroy the 
existing oapitalistio structure. All mills in Bombay were affected 
and stopped work for mute than six months. There were other 
strikes, too, in some railways—at Jamshedpur, Sholapur and Kan¬ 
pur. In all, there were 209 disputes in the year involving 60t^8J0 
workers with a loss of over 91 miiiion working days. 

Trade Disputes Act {1929). As a means of dealing with such 
disputes, the Trade Disputes Act was passed in 1929. Any dispute 
or apprehended dispute under this Act can be referred to a Court of 
Inquiry or a Board of Conciliation by the Qovernment of India, in 
case of railways or concerns under Central Government, and by 
P^vimfial Governments when the concerns fall under their sphere. 
Tbt Court o£ Inquiry is to be composed of an independent ohairman 
and other independent persons or only one independemt purnek. 
The Court is a^ed to investigate and report. The report is pub¬ 
lished to foous public opiuion which may influenoe tim partial to 
the dispute to come round The Board of Conciliation is to oott- 
sist of one independent chairman and two or four other membeii 
representing equally both the parties and nomiuated by them. 
The Board tries to settle the dispute. The verdict of these bodiM 
may not be aoo^ted by the parties, altfiough they are expeeted to 
do BO. 

Thete are spe<ml provisious relating to public utility servlfiil, 
i«., posts and telegraphs, railways, tramways or us^wtekii^ 
ss^^ipjyiag wivtee, etc. Per the em^oyces of fiudh 
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go OQ a strike witiurat giTing 14 days’ notioe i» a penal offeooe, ^ It 
provides for the appointmeut of Ooaoiliation Oaoera to promote 
the settlement cd a dispute. Strike) and look-outs wUoh fkte 
caloolated to infliot severe and general hardship on the oommunitj 
and are declared for a purpose other than, or in addition to, the 
fhrtheranoe of a trade dispute in the industry are illegal. Punish- 
ihmit is provided for those who join such illegal activities, and 
protection from union disabilities to those who refuse to join 
them. 


, In 1929 again, there was a general strike lasting for about six 
mouths involving over 109,000 workers and resulting in a loss of 7 
million working days. The years 1928 and 1929 were the worst. 
They alone aoeounted for a loss o( 4i'8 million working days as 
against 40 4 million days in the preceding seven years and 16 7 
million in the subsequent seven years. Between 1930 and 1933 
comparative calm prevailed on the labour front in India. As the 
economio depression deepened there was a general movement to 
cut down wages, but there was widespreid unemployment, and 
labour did not show any serious opposition. 

Bombay Trade Disputes Oonaiiation Act (19M). As a result of 
tho report of the departmental enquiry instituted by the Bombay 
Labour Office, tbc Trade Disputes Oonoiliatiun Act was passed in Bom¬ 
bay in 19 4. It provided lor the appointment of a Labour Officer to 
look after the interests of the workers in cotton mills and to re¬ 
present their grievances with a view to getting them redressed. 
There was also a provision for the appointment of a Oommissioner 
of Labour to act as an ox-offioio Chief Conciliator in cases where the 
Labour Officer did not suooeed. In actual practice he was treated 
as a judge whose decisions wero generally accepted. T|ie act re- 
markably suoooeded in slowing down the tempo of industrial strife 
in the province. 

But the inauguration of provincial autonomy saw the re- 
orndesoonoe of industrial strife, Che ooming into power of popular 
Ministries raised high hopes amoug the workers who thought that 
the time had come when all thffir grievances, real or imaginaiy,' 
would be redressed. In three years—-1937-1939,—there were 1,184 
disputes as against 1,039 in seven years sinoe 1930. 

Bombay Industrial Disputes Act {1938.) In 1938, in Bombay 
was enacted the Bombay Industrial Dispates Act which is a most 
advemoed piece of legislation on the subject. According to this Act, 
strikes and lock-outs are illegal until the whole machinery for oon- 
oiliatioD and arbitration of the dispute has beeu made use of. 
ConoUiation will be attempted before the dispute occurs and not after. 
The employers most give notioe to the representatives of the em¬ 
ployees of any changes they propose to make in wages, boars- 
ctf'vnyk. oon litioas of employj eat, ito. All the agreements arrived 
at fs.tLe result of conciliation have tube registered. Baeidee the 
of eouoUiators and the Board of OcmoUiatioa, tito JMb 



ako {HKnvides for the eettiog up of an Industrial Court with, a High 
Cioart Judge as its Chairman or a laUryer who is eligible to he a. 

Court Judge. The Court wii! arbitrate on matt^ oonneiUbed 1 
with » dispute and act as a final oourt of appeal on various 
matters arising out of the working of the Act and inter]^et 
agreements, awards, etc. 

After the outbreak of World War 11 several strikes ooourred. 
The workers put up claims for a share in abnormal war profits. 
There was a general strike in ootton mills in Bombay <dty in 
1940 and a dispute in 1941 in Ahmedabad and a large numbm ctf 
disputes all over India in 1942 on the question of a war bonus 
and on aoeount of poiitioal dUturbanoes. But their demands ftnr 
dearness allowanoo and war bonuses were readily oonoeded. 

Lest it should afifeot the watr effort it was felt necessary to 
devise some machinery to avoid strikes and lock*outs. With this 
object in view. Mule 81-A of the Defence of India Mule* was issued 
in January 1942, According to this rule, the Central Govern* 
ment and provincial Governments have the power to issue an order 
prohibiting strikes and look-outs, requiring employers to observe 
certain conditions of employment, referring to the Government a 
dispute for conciliation or adjudication and enforcing the award df 
the authority to which the dispute was referred. When a dispute 
has been referred for conciliation or adjudication, no strike is per* 
mitted until after the expiry of two months after the proOeediiigB 
have finished. 

^ Indwinal Diem iBe AcLLJMfL It provides for several methods 
for settling disputes. There is d provision for the appointment of 
Conciliation Officers by the provincial Governments, These officers 
will act as mediators b$;tweeu the parties to the dispute. In case 
the Conciliation Officer fails to resolve the dispute, a CnnolHatiOD 
Board can be appointed with an independent chairman and two or 
fear members. A Court of Inquiry can also be appointed to ooBeot 
the necessary fisets about the dispute and to report within a spea* 
fied time. 

The Act embodieB the principle of compulsory arbitration. A 
proviuoisl Government can refer the dispute to a Tribunal for 
adjndioation and enforce its award in part or whole. 

No strike or look-out is permitted during the pendenoy ti 
oonciliatbn or adjndioation proceedings. Very stringent regnla^ns 
have been laid down about strikes in public utility services indud*' 
ing all basic and essential industries. There are strict penaltiea 
for illegal strikes. Political and sympathetic strikes are, however^ 
not prohibited. 

The Act provides for the establishment of Works OommittoM 
in industrial establishmeuts employing 100 or mem persons. Th^ 
ooinniitteeB.ate intended to iron out day-to-day differsnses beivacn' 
th* mwmfsmen^ and the employees.' 
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She yeu 1048 will go down to the history of lodostrial nletton* 
M ft very eveotfal year. At no preHoat tiate was so mxioh 
attention piud to the amelioration of the ooaditions of Iftbonr. A 
deterauped effort was made to place Lftbour>Capital relfttions on a 
aatitfaeto^ and stable basis. An Industrial Truoe Agreement was 
reaehed between the representatives of the employera and the 
em pfa^ees meeting under the auspioes of the Oentral Government 
in dMhi on 15th December, 1947. It oailed upon Labour mad 
Qap tal to obrarve truoe for three years. To implement it a 
deof^nee of Provincial Labour Ministers was held in May, 1048; 
This Gonferenoe decided to set up Tripartite Advisory Committees 
at the Centre and the Provinces, with the Central Advisory Com* 
mittee as the ^vot of the entire truoe maohinery. It was SJao 
decided to set up Expert Oommitteea to determine Fair Wage 
and Fair Return on Capital. A Housing Board was also set up 
to implement the deoiaion of the Central Government to build 
10 lahh houses in 10 years. Employment Exchanges and the 
Training Centres set up by the Labour Ministry were placed on 
a permanent footing. 

The Expert Committee on Fair Return on Capital has reoom> 
mend^ after allowing depreciation on income-tax basis and 
then placing 10% of the net profits in the reserve fund, 6% on 
oag>itid employed (t. e., the paid-up capital plus all reserves, held 
for business purposes) shoald be a fair return on oapiiai. Of the 
Burplns above it, 50% should be distributed among labour and 
86% should go to augment dividends. 

The Central Advisory Council was set up in August, 1948. It 
' lips to oonsMer the reports of Expert.Committees and the Tripartite 
I^UBtriM Sub-Committees set up for each industry to determine 
fslr wage and fair return ou capital and other relevant matters. 

In poisnance of the Industrial Truoe resolution Works Commit* 
tees were set up iu the various Provinces and States. It seems to 
have resulted in a substantial improvement in relations between 
Labour and Capital. As against 16| million man-days lost in 
1647, tbwe was a loss of 8 million man-days in 1948. 

The Government propose shortly to bring up Labour Relations 
Blit to replace the existing Industrial Disputes Act. The ^11 
oontshos several new features, such as standing labour opurts and 
ti^ SfipcUeto tribunal, and seeks to enoourage negotiation and 
oolleotive bargaining before the declaration of strikes. 

U. Txnde Union Movement in Indie . Biatory. Up to the end 
of tfae war of IhlddS Indian Labour was praotiomly unorgsmiaedt 
In 1876, Mr. Sorabjee Shapnrji Bengali drew the attention of 
the i^^^verumeot to the miserable lot of the labourers. But the 

fmpoi^at step towards organizing labour was taken by Mr. 
IS^Mumde in oonij^ion with the agitation for the ameodment ot 
of Mwflrst Faotory Aot. He laM the fonndatloa In ISM of the 
l^oqpaniaMikmorMlraitu, ois., tlm Btmiibay Mill Haiidii AaiodbtiORb 
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ii wiM» kNMe orgMiisatioD fonned ainpfy few pemesM^ 

A meismial to the Oovenimeut. The Amelgamated Sooiet; cf KM- 
wAjr SerTEats of IndiA and Borma was formed in 1987 wi^ ftme* 
tiooB more fraternal than militant Of the organixatione formed 
in the beginniog of the present century, mention may be made at 
Printers* Oaioa, Oaieutta, 1905, Bimbay Postal Union, 1907. and 
the Kamgar Hitwardhak Sabha in 1910. This latter waa eompoaed 
of a body of social workers to plead the oanse of the woricors. It 
waa for them and not of them. 

. The first World War was responsible for mass awakening. See¬ 
ing that the capitattets were reaping a rich harvest of war profits, 
the workers wanted tbeir own share, especially when the cost of 
living had geme np very high. Discrimination against Indian labonr 
in the colonies, the growth of Indian national movement and tlie 
revolution in Rnasia were also some of the factors that gave a 
fillip to the Indian labonr movement. New ideals came to he 
preached and new aspirations cherished. A spirit of defiance was 
abroad. “With the social mind surcharged with war spirit, pdHioal 
agitation and the revolutionary ideal, the labouring classes could 
no longer remain patient and tolerant under the old social wroi^ 
and new economic disabilities.*’^ 

The credit for forming the first industrial union goes to Mr. 
Wadia who organized in 1918 the textile workers at Coohd In 
Madras and next year the number of unions rose to four with 
20,000 members. Other industrial centres followed suit and formed 
organisations uf local workers. Between 1919 and 1923 scores of 
unions came into existence. Mahatma Gandhi in 1920 formed 
at Ahmedabad a Spinners’ Union and a Weavers’ Union and by 
the middle of 1921 trade uaions bad 2 j, 000 members with funds 
amounting to Rs. 76,000. 

Them early unions were, however, mere strike committees and 
evaporated as soon as their demands were fuldlied. They seldom 
gave notice of a strike, could sometimes hardly formulate any 
grievances, and would often shift their ground or put forwara 
extravagant claims. Further, the unions were isolated from one 
another without any solidarity among them. 

Sion a movement for coordination set in. The necessity of 
electing delegates for the annual Intemation >1 Labonr Organhsatidn 
gave some impetus to this movement. The local nuions were 
federalized, and then Provincial Ft derations came to bo formed. 
'1 he first All India Trade Union Congress—a national federation 
of all unions—was held in 1920. 

TroSt Union Act {1926). In the well-known case of the Bucking- 
bam MiPa in 1920, the Madras Bigh Court issued an fnianoticm 
against the Madras Labour Union for inducing wotkers to gO mi 
strike. This waa a bolt from the blue, for tbe labour leadmi 
niddenly realized that they could be prosecuted for bottnjUe trade 
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mmn aotiviiiet. After about five years’ efforts, the leadofs mooeed* 
rd In getting tb© Indian Trad© Union Aot of 1926 passed. This Aefc 
lays down certain conditions regarding registration of a union. For 
ejcample, 60% of the members of the executive committee must be 
employed in the unit or units covered by the union. Subject to 
this, any seven or more members can apply for registration. No 
person under 16 can be a member of a union. The registered 
unions are not allowed to use their funds for political purposes^ 
although they are permitted to have separate political funds to 
which the subscription is purely voluntary. The purposes for which 
.the funds can be spent have been definitely laid down. They are 
also required to submit annually an audited statement of accounts, 
a copy of the rules and a list of the ojBfioers and executive com¬ 
mittee* They have also to provide for the inspection of books. 
But the Aot confers on registered unions certain rights and privile¬ 
ges. They enjoy immunity, both civil and criminal, from pro¬ 
secution for their aoti\>ities connected with the furtherance of a 
trade dispute. The Trad© Union Act was amended in 1948. The 
amendment provides for the compulsory recognition of the trad© 
unions by employers under the orders of a Labour Court. 

In the beginning the unions were slow to register themselves 
for there were practically no prosecutions after the Buckingham 
Mill case and the unions were unwilling to undergo the expense 
of registration and inconvenience of submitting annual returns. 
But this inertia was soon overcome and registration proceeded 
apace. The attitude of the employers using non-registration as 
an excuse for not recognizing a union also accelerated the move¬ 
ment for registration. 

In 1928-29, Communists and Left-wing radical leaders captured 
the key positions in Trade Unions But the subversive activities 
of this extremist element led to the arrest of 31 ring leaders who 
were tried in the famous Meerut Trial. As the result of the report 
of the Court of Inquiry in 1929, which held the Qirni Kamgar 
Union solely responsible for violence and disturbances, the Trad© 
Unionism in India was discredited. When the radical wing captured 
the AIMndia Trade Union Congress in its tenth session held at 
Nagpur, in 1929, the moderate element under Mr, N.M. Josbi ^©ceded 
and formpd the All-India Trade Union Federation. This split serious 
]y weakened the trade union movement in India. In 1931, there 
was a further split when the extreme Left wing leaders, Deshpando 
and Eandive, formed the All-India Red Trade Union Congress. , 

But although efforts at compromise were started io 1931, when 
a Trade Union Unity Committee was formed which put forward a 
^platform of unity’, yet the gulf was really bridged only in 1938 
through the efforts of Mr. V.V. Qiri, Minister of Labour in the Madiwe 
Qovei^nment. The provisional agreement was finally ratified in 1940. 

The outbreak of war led to some secessions, the difference 
round the question of the war-effort. The Trade Union 
Oongress adopted an attitude of neutrality. The ^Boyiits% under 





tli6 Mr. M. N. Roy) who irero ttt fwrom «f 

Hupyorb for ih« war effitwt, f^nwed their owo orgaoizatioa, the IVAdw 
OoioB Fedwcalioa. Aoiother iraportaaft group outaidetho 
Union Omrese i« the Hiadnatan Masctoor itova Saagh, an organtea 
tion whkth ainia at organicing labour on the lin«a laid down hf 
jilaiiatoM OaQdhi. 

In order to ohesk Oommuniat loflaenoea iofil^ating into 
the laboer ranks, the AU-india Natioaal Trade Onioa Oongrewa hat 
been formed nnder the iafluenoe of the top Congress leaders. Tbit 
new body aims at securing redress of grieranoes without stoppage 
of work, by means of oonoiliation, and, fading that, by arbitration 
and adjadioation. It wants to adopt means which are paaoeful aM 
oonsisteat with trudi. 

The trade union n ovement in India has made remarkabie 
progress in less than a generation. In few other eountries saoh a 
rapid progress has been shown. The movement is fairly widespread 
and the Trade Union idea has taken deep roots. The unions are no 
longer mere stoike committees. They are now better organized* 
and are more permanent in character. They have acquired a follow* 
ingania prestige and wield enomous ktfioenoa. They have a 
fairly large num^r of successes to their credit and have undoubted* 
iy succeeded in wresting Important concessions and improving 
the working ooaditious. X«adera like Mr. N. M. Joshi and Mr. 
Gulzari Lai Nanda will do honour to any labour organization in 
the West. The International Labour Conventions, the Brass, 
public opinion and the Indian national movement have all contri¬ 
buted to the growth and strength of the trade union movement in 
India. 

* Pntent position. But our labour movement cannot clum to 
have come as yet any way near the standards long ago attained in 
the West. The trade unions in India can claim as members only a 
small fraction of the total strength of the industrial force. Most 
of the leaders are outsiders, lawyers and other professional men or 
politicians. The funds at their disposal are meattre and they cannot 
afford to support the workers when on strike. Few unions pay un¬ 
employment, sickness and old age benefits. Not many unions do any 
welfare work. Their fraternal or ‘‘mutual help” aide is practically 
undeveloped, and they have confined their activities almost exclusi¬ 
vely to the militant functions, ». e., getting their grievances redress¬ 
ed and formulating demands foe higher standards aud better oondi- 
Mons. 

' > y Handicaps. There are certain handicaps from which the trade 
union movement in India suffers. (1) The labourers are illiterate, 
ignorant and migratory, without any permanent interest in industry. 
(2) 1 hey are unwilling to submit to discipline aud unable or raluot- 
ant to pnj subscriptiuiis. (3) Diversities of language, religion and 
caete, smd different social customs and habits are serions ototade* 
in boildiDfi,up labour solidarity, (4) Their low wages keep them 
dowot (6) Long bouts of wow do not leave any eitergy in them to 
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talc* inteiesk in liw fmkm netivities. In tbe defiemed 
tJbat our laboar m in, H i« idle to expect of them to think of onion 
jpolitica. (@) The hostility of the jobbers and the employers hs» 
been snother stnmbhog bloek. The leaders have sometimes 
been i^poituniats and have had their own axe to gruid. They often 
qnanel among tfaemaelTes holding divergent views, and laboiu' has 
^n not infrequently exploited. 

leadership most be developed from within the labour ranks if 
the movement is to be placed on a stable footing. It is hoped that 
as vorktn with edueation and inteliigenoe join the factories, it will 
be possible to do so. 1 he employers must also adopt a more sym- 
patfaetio attitude and be easily aocetsiole to their workers. They 
must realize tnat only a strong labour union can guarantee Industrie 
psaee. 

Soj^estions for Further Readuig. 

1. Mnkerjee—Indian Working Clast. 

2. Das, R.K.—Labour Movement in India. 

3. Shiv Bao—Industrial Worker in India. 

4. Mukhtar—Factory Labour in India. 

6. Pannandikar—Industrial Labour in India. 

6. Report of the Royal Commission on Labour. 

7. Report of Rege Committee. 

8i, XJ. P. Labour Enquiry Committee Report. 



CHAPFER XXI 

transport-railways 

1. Impoftaiiee ol Trampiirt* “ If agriculture mnd induetry 
«kre the body and bouoa of a uatioual organisca oomiattaioatiJiM 
are its aorires.”^ Transport and industry are obviousty iotor* 
dependent. The agrioultural resoureas of a country too oan nri^er 
be developed nor properly handled without adequate means of 
transport and cammunioation. India is mainly an agricultural 
country ; 87 per cent of the j^ple lire in villages, while 88 
per cent of them win their duly food from agricultural oooapsb* 
tions. The development of the means of commuaioation has 
broken the isolation of the village and baa brought about a 
change from subsistence economy to the cultivation of cash 
crops, like cotton, jute, oilseeds and tobacco Witbont means of 
transport these could not be marketed either inside or outside tihe 
country. 

India is a aub-oontinent with bugs distances. In the past 
the natural con&gnration of the country would not allow it to be 
unified. Men and materials could not be moved easily and quickly 
from one point to another. There were only a few trunk tosMja 
built by the rulers of the day—the Afghans or the Moghals—but 
they were too few to meet the needs of the people. Even 
today, “more than half of the perishable produce of British 
India runs to waste on account of delay in reaching the market.”* 
Huge areas are totally devoid of any lines of oommunioation, and 
in some districts 70 to 80 per cant of the villages are entirely out 
off from oommunioation with the outside world during the mon< 
soon season. 

The history of civilization is the history of transport and 
comnmoioations. The road-makers carried aloft the torch of light 
and progress. They led and civilization foibwed. Homesteads, 
hamlets, villages, towns and cities followed in their wake one 
after the other. The track was transformed into a road, uu. 
metalled at first and then metalled. Trade and commerce devdop 
ed till we find the world as it is. The economio progress of man 
corresponds with the evolution of the means of transport. Not 
only goods are oarrbd by their means, but the cultural, social 
and moral advancement of a oountry directly depends upon 
them. They diffuse knowledge, remove prejndioa and desteoy 
ignorance. 

As late as the middle of the nineteenth century, India had 
no roads worth the name. It was in the time of Lord Ralhouifie 
Tu India ui itt ’S-iiC ~ ~ 

«, The Hon’ble Mr. J. H. Parker. 
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that preliminary iteps were taken in the puramt nf m aetiv# 
pnhlm woika policy. W© shall dis^oj?® under radwaje the nature of 
the policy foBowd—its stltiehnefes and utter lack of pJanning. It 
leeujiileknt to remaik herotbu the net meant of eommunieatiou 
reenlted lath© beaking down of the kplation of the Tilkger who 
now etartcd growing ciopa for the wmld market in place of the 
ellhige market. 

Means of transport in India are of four main kindft^(a) Kati* 
Wayt| m Koads, (c) Waterwaye, and (<1) Airwajs. We shall deal 
with each of them one by one* 

% RailwEyi in India eompared with seme other ^Important 

fOiintrieSa-“The total milage of railways in the Indian Dominion 
today is 33,865.^ Bifoie the outbreak of the war a good 
deal of the milage was uorhed by private compares like the Bengal 
Nagpur* ^'outh Indian, ©to., but now with a few very mioor 
"exceptions, all the company railways have been purchased by the 
Government and almost all are State-owned. There are a few private 
lines like the Nizam’s Eailway and Bikaner Railway owned by 
the Indian States. During the war the milage went down by 
|ust a little more than 600 due to the cloring down o( some 
branch lines for material to be used for defence purposes. 

Milage figures do not give a correct idea of the sufficiency of 
niiiways in a country. They should be taken in relation to the 
area and population served. The following tables will give us a 
^comparative idea of the position of India so far as railways are 
eonoempd* 


TABLE I 

ef mdtt^ays per WO equart rntfee tj 


0* S. A. 

6.6 

Canada 

16 

Union nf South Africs 

2 4 

Europe excluding Ku»»)a 


Arj^ntina 

... 2.6 


40.0 

Aiiitraha and New iSe aland 

.9 1 

V K . 

20.0 

Kunma in Europe . . 

16 J 

Of^rmany 

20.0 


1 

iKKitau t)nm iiiiofi 



TABLE 11 


M^aqe per J00,000 populat^tin 


Osuada 

46S 

1 U. B A. ... 

’M4 

guisth Afrteii . , 

164 

1 U. K. 

40 



j Indian X>.>n}inion 

10 7 


Table I above teUa n« that the railway milage of Intlia does 
not oompare uofavoufably vith that of other roii;itrtea where agii- 
onitora predominates, e. p., Canada and Australia, but compim^ 
with industrial countries like Belgium and the U. K. India u hut 
pQflgly served. 

Tuble n is very reveling. }ii4iu> lugs behind even agrieoitaral 
eonottries, like Canada, when the railway iui|a|;e is etadied in 

1. The HindnstMi Voiup Book, IMS, p. 102. 
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id»i4oa i 0 {M|Kilatloii» To lodift Krith » 

Ipdn8tri«lbed eomtaf liko Belffcun wwtlel b« ia«ftoia|[to»f. W 
bave » oorroec penpiHittvd laEa shoaUl bdOttnptrdi vibh tiia' 
17.8.A. Tbe 0.SA. has aimoat twiise tho «r«» of todia. Stui 
hsB toag dIataBoea, tal] mottataio ranges* bnraiag deseita and hii|b 
rirera aa India baa. In spite of all these o'Mtacdea, the 0 8 A. oarna 
more than n quarter tnUlion cf railsray mileai* arhiid India oia 
beast of a bare 34,000. Bonds voold be a great help and mi^t 
fill the gap to some extent* bat eren in these India is deSoieiit. 
She needs more railways, wisely planned in eoordinaiiea witih 
the other means of transport like roads and waterways. 0m 
necessary dnplicstion resulting in rninons competition is depresated 
and ebonld be avoided at all costs. 

3. S«me Benefits from Railw^rs- Bailwajs have removed 
the horrors of famines in India. Ibe great mortality in bnman and 
animal life has disap{>eared. Famines are no longer famines of fuod 
font famines of money. The recent Bengal famine was an exception. 

1 uring t9i3 the whole maobinery of distribution in Bengal tooke 
down. Dae to various oauRes (discussed elsewhere) the sappliea wieB'e 
insafiSoient and reserves nd. 

llailways have linked the cultivators of India with markets 
throughout the world.^ The agricultural wealth of the country is 
exported abroad in return for foreign manufactured goods. The 
standard of living of the people h^ s changed for the better only 
moderately, but the fault lies with the immense inoreaso in popula¬ 
tion, The methods of cultivation over a large portion of the 
country are still primitive, but for a glimmer of improvement in 
areas rerved by the railways. The ra'llways not only disseminafee 
knowledge bat are also responsible for a greater use of improved 
seeds and manures and cheap transport of implementa of a better type. 

Railway a have tended “to break np the existing aooial organiza¬ 
tion** of the countryCas'^e prejudice has largely disappeared and 
the bonds of joint family system broken. Bat alongside these bene¬ 
fits, the Pandiayat system got a severe blow and litigation moreased 
manyfold, but we have to take the good with the tad. 

The mobility of labour has increased. In the tea plantations 
of Assam, the factories in Bombay and Galontta, workers from all 
over the country are found working shoulJw to shoolder. If 
the various castes do not yet love each other, they have realized 
that they can live only by each other’s sufferance and the on diit 
largely goes to the railways for this wholesome change. The BrabmiO 
wii^ the oaste^marks painted across his forehead travels to holy 
Kashi in a third class railway compartment sitting cheek by jowl 
with a low caste sweeper whose shadow falling on him would have 
created a fine rumpus 60 years back. 

picker mesDs of comrannication have greatly increased the 
amenitie s of life in urban areas. Fimita from Quetta* fish f'om 
' ’'J'he Biimort of Mu» Boy at CommjSsii^ on aigntwhure, p. ' 
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Bainbay, Sah&tatiptii* are fettling all orer ^ etmetey* 

Periibable airtielai life egg# and xntik travel long diitaucen overnight 
to reach their eonanmers the next day, * 

It moat aleo be borne in mind that the oeotral admioietration 
of a vast epotitry like India is possible only bee^mse of railways, 
Tfa^ have given the coontry hit^mal security and external safety* 
XeoBomle bfe of the people cannot be planned oti a large soala 
without an e^clent system of railways. Agriculture and iudustryt 
tiade and marketing are all dependent on quick means of transport* 
Italia aotild degenarate into a large number of warring States jf rail¬ 
ways were not there to maintain the social and cultural contacts of 
the people* 

l« Defects in the Growth of the Indian RsUway System* 

Indian railways vere not planned in advance and have grown hapba®- 
lydly. The first railroad was from Bombay to Kal> an* a distance 
of 33 miles (1349). The next two were from Calcutta to RaniganJ 
(128 miles) and Madras to Arkonam (33 miles) Bombay then was 
not a commercially important place* nor were Calcutta and Madras. 
They became pre-eminent because of the railways. Had railways 
been constructed on a plan, they would not have oonneoted unknown 
places like Arkonam* Kalyan and Kanigin), but would have Imked 
up places like Dacca and Banaras and opened up the rich agri¬ 
cultural areas of tbo country. Secondly, constructed from one 
mint and opening out fan-wise, carrying all their materials with them 
for further extensions, they wo Id have proved far less costly. 

The railways ruined old towns and centres of old industries and 
created new ones on an unoo-ordinated basis. They destroyed the 
cohesion of the old economic system and did not help to evolve a 
sound one instead. Thc^y mainly created ^da^ibuting centres* for 
foreign merchandise. It was only incidentally and much later on 
that they developed factory industries in seaport towns far awav 
from the interior. The result is that these industrios have to import 
their kbcur iorce from distant areas which leads to congested slums 
and labour troubles Even today the importance of these towns as 
distributing centres for foreign goods far outweighs their importance 
as industrial ones. 

Places like Murshidabad and Madura were important industrial 
cmitres In old times. A sound railway system would have early 
linked riieni up and assisted them to grow further. As it is* they 
are mainly used to diatribute goods. The indu-;trial Commission 
very correctly stated in J1918 : ‘‘Most of the 600,000 villages have 
not jet bam touchfd by metalled road or railway*^* and things have 
not much improved since then. It is the system that has been at 
fault, not the railways as such. 

5. History of the Developnsenl of Railwayi ia InSta# It 

easily falls into a number of prominent periods which will be dealt 
wl# one by one. 

(f) fM old Omranim SyUem, 1S49-1869. I^rd Dalhousie^s 
fammis minute recommending railways for India %o promote 
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Britii)itni>d*ii)do(mneroe«MKeoeptifidtqrtii«OG^ I^nNtioiii. 
En^tMl «r«i '‘eft)l$Qg aloud for raw inateriala like ootlaa'*^ awt 
naikets to dwjpoM of W maaofaotores like oioth. India alao waoid 
gain* eiailar *'«ooial and commercial adrantages.”* % tke edd 
of 1859 eight oompaaiea had been formed under tbeQaaraUtea 
SjBtem. Ibe Oovernment agreed to supply limd free so these 
oompanies and guaianteed a mmimnm inserest of 5 fmr oent cm 
the oapual outlay. The eompantm in return were to sail the 
ra Iwaya to the State after 25 years or 60 years, if the doveroment 
so desired. They had to pay to the Qorcamiiieat oiie>baJf of the 
Eurploa profits, if any; after paying tbadaselv’ea the goatanteed 
intpiest and to allow the Gorernmentgmeral control orer manage 
ment, cxpenditare, etc. 

This system has met with nniTm-sal oondemnation. The 
progress was slow due to the tack of engiaeani mid skilled iahooran. 
The rate of interest at 5% was too exorbitant. Sore of a scdid 
return for thehr money, the Managers and Direetors did notamg 
to economize and the Ooeerameat had to pay no ieis than two 
and a quarter million sterling^of the taz<payer’a money daring 
this period. 

The system .proved too costly. Nor omtd the Qorsmment 
keep effective oontrol. They tried to attraot capital by promising 
subsidies for every new mile of line and bridge but failed and m 
Ib69 made up their mind to go m for oomtraotlng radwaya 
themselves, Under this system 4,256 miles of rail trays were 
bnQt. 

(ti) State Construction of Railways, 1S69~I879 For ten years 
the Government did not make any freih contracts with anf oom- 
pany and fonnd Rs. 4 orores a year for railway oonstrootion. 
By the end of 1879 the total milase reached 8,090. Oat of 
this, 6,000 miles had been built by the companies at a cost of £ 
million and 2,000 miles by the Government at less than ono-foartb 
the cost per mile. 

The Stracbey (Famine) (Tommission reported in the year 1880 
that India most have an additional diOOO miles of railways t# 
ensure safety against famines. The Government was not aUe to 
find money for this inorease and had to fall back upon the ol 1 
aystem. 

i^ii) The New Guarantee System, 1879-1909, Heavy expeadb 
tnremtfae relief of two oonsecutive famines in BihM and tlv« 
Deccan and the fall in the value of the rupee compelled tlm 
Government to give up oonstruoting railways themselves and on«» 
again to enter into oontraots with oompaoies They were, however, 
wiser by experience and mode better bargains now. They gaaraa» 
teed SI per cent interest on the capital found by oompaniee, reserv> 
ii ^ for t hemselves three-fourtbs of the sarplua profits, ifaay, aod 

1. X«id DafitouBie—.Railway Minute 20tfa April, 1863. 

Stv Xdlfl 

% Ba 0* In Hke 'Vwtofim 4gi». 
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tbti pawur of tlis oontifftoft ot th« ondi of M JW** i» 

Alter lurttier ialberrc^ i0i yoara on p4yaioa% Ihe OApti^ 
o|in^« ^ ti^«a«fc Tlj«> totiij lailago of iiall«r«ys laid down la 
pmnod wa« 41000; 

Ok) JV» «tw PtHeii Jtm im. Althotigli th® maid railway 
kaar aWro eoaclsleted by IW), yet brandi line» were nrgonw 
ori^ted»f JU* 1^7, tbe vtaokay CommiltJee atressed the need for 
WWtianiy' f^ual ontlay of capital on railways, and suggested R». 18 
tsewwfca year, The Oorermnent could not keep to the lotter of 
tibe reeonnnendatioa but did actually Invest Ra. 82 ororee in «i* 
jpene from 1908 to 1913. During this period mo’e than 10,00 
•HiOfia lOf btanrh and feeder lines were laid. The total railway 
m^ge in India in 1914 was more than 34,000. 

(e) fls Ifar Pttrioi, 1914»J920, Neither rolling stock nor 
eng^neacould be imported during the war yeiars. New programmee 
of <;<m8iilMBtioa bad to be postponed iadeBnltely. BSven the lines 
ffi wurkii^ oonld not be maintained. The strain of oanying 
mm and materiab for the army was too heavy to cope with. 
Some of the staff, rads and rolfing stock had to bo despatched to 
East Africa and Mesopotamia for tbe conduct of war. The railway 
system ntterly broke down. Many bridges grew too rotten to boar 
trains safely. Engines, not worth even yard duty, wih» still ttpon 
the line. Goods wagons were used to carry passengers on braaat* 
lines. Goods lay rotting in the godowns few weeks before thqr 
con'd he loaded into wagons. The Acworth Commiltee wrote in 
1921 : “There are many miles of rails, hundreds of engines, Mid 
thousands of wagons whose ri^tfnl date for renewal ih long over- 
ftast.” Naturally there was a lUunorous ddmand by tbe public 
for Stnte manageucent of railways. 

(td) RaUtpags sivee 1921. In November 19!20, an expert eomm> 
ittee WES appointed under tbe presidentship of Sir William Acworth, 
a Brittsb railway expert. Tbe committee submitted its report in 
1921. Tbe contract with cne of tbe most important oompanies 
(E. I.jE.) was orer in 1919 and h»d been renewed for five years. 
WbetW tbe oontraot was lo be further renewed or tbe company 
bought out was one of tbe important qnestioiHi to be considered by 
the committee. A large number of witnesses were examined and 
tbe pros and cons of State cs. Company management carefully 
gone into. 

6. Argmuentt fiur and against State Mamgement in Infia* 

Government departments are a slave to routine and red-ts^’ana. 
They have neither despatch nor initiative. They are more si^ed 
by politicid considerations thmj effldency. Railways are a 
oommertial proposition end need buslnera methods, dash at one time 
wad twutkm at another. Such ijnalities are rare in bureaucrats, trained 
In Juggling with files, Railway budget being a votable charge, railway 
ifoiiqy would depend more or less on party polities and oould 
not be expected to be uniform end oontinnons. Other conntrfoa like 
tbe US. A. and the UK. have no doubt efoeiant, privafetyoOWiMKi 



TRAHSPORT—RAILWAfB 


Ti 


and npemtad oompanies hut they are atriotly regtilat&d and ^oontaro)* 
led. Kfailira;^8 in the U.K. have been reoently nationalised* 

The Aeworth Committee were equally divided over the question 
of management of railways in India* The president was in 
favour of State management and his side won with his easting vote. 

As oonditions in India are different from other countries %rgn-* 
ments in favour of private management of railways do not hold 
water here. Most of the capital involved in railways belonp to the 
State* To hand over such vast property to companies with headquarters 
in Kngland was unthinkable. India had had enough of them in the 
early days of railway development* The system of ** dyarchy ” or 
divided responsibility can never make for efficiency. With the State 
as dominating partner, without powers of iuitiativa, even Indian 
domiciled companies were boxind to be a failure. There was no 
attraction for the few really capable Indian entrepremura to under¬ 
take to run railways when they were sure to be browbeaten and 
hampered at every step by the executive* 

Further, Indian sentiment is in favour of State management of 
railways* Money invested belongs to India—Indian opinion in the 
matter sbouH be final* Indian belief, based on experience, was that 
in railways there was no room for Indians at the top, unless the 
State managed them. This was not an argument that could be 
lightly dismissed* In addition, all profits would go into the Central 
Exchequer and help to reduce the burden on the tax-payer. Com* 
pany management in India was prone to discriminate in favour of 
foreign imports in their rates. This was detrimental to Indian 
industrial interests. Such discrimination, it was held, was not possi* 
ble under State management, as the State was more amenable to 
public criticism. Grievances of business men and poor class pas¬ 
sengers could be more easily ventilated and redressed with State at 
the helm of affairs, 

Co ordination of the means of transport is more feasible with 
railways owned and managed by the State. Roads, rail ways and 
waterways would all be developed as they deserved. Company 
railways in the past cruelly undercut traffic on water, both coastal 
and inland* So from 1926 almost all the railway lines have gradually 
come under State management. The Government now owns more 
than 95% of the railway system. Sir E. BenthaH in his budget speeoh 
for 1946-40 said, *‘The Indian railways are now almost 100 per cent 
Indian-owned and they are 99J per cent operated by Indians and 
Anglo-Indians* They are an asset of which India can be proud/* 

Railways belonging to the State but managed by companies are 
very small and minor ones like the Dhone Kurnool, BexwaAa Rail* 
w^ySf etc. There are some raUway lines like the Bikaner State Rail¬ 
way and the Nizam State Railway owned by Indian States. These 
also are not very important. 

7. RaHwaya Duiing die Wav, 1929**^ The railways during 
the laat world war were much better equipped to meet the emerffenev 
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than dnring the first one. For the first two years of the war, "H 
seemed they could discharge most of the demands made on them.” 
But in 1941-42 military traffic grew enormously while alternative 
means of transport oontraoted '* to an embarrassing extent”. Due 
to the entry of Japan in war, coastal traffic was greatly reduced 
and the whole pressure fell on tbe railways, specially the work of 
transporting coal. Hence the number of wagons left for “ pubKo *’ 
supply was very inadequate. Replacements of worn-out stock were 
difficult. 

Some of the railway workshops were given over to tbe produo* 
tion of munitions in which more than 20,000 skilled technicians 
were emjdoyed. Thus a good deal of the skilled personnel had to be 
samflced for military and ancillary services. The rising tempo of 
war resulted in serious overcrowding and'hardship for civilian traffic. 
In 1942, for purposes of co-ordination of traffic the War Transport 
Board was created. The Railway Department was included in it. 
During this year there waa serious dislocation of railways due to 
sabotage and heavy floods and cyclones at a time when there waa 
an ever inoreasing demand on railways due to sea-borne traffic 
having disappeared. The Transport Board had to solve three main 
problems :— 

(a) The problem of carrying military and essential services by 

rail. 

(h) The problem of organizing alternative means of transport, 

(c) Tbe problem of creating and organizing administrative 
machinery for the above. 

Accordingly, a Central Transport Organization with Provincial 
Regional Transport Boards was created in February 1942. Its duty 
was to relieve traffic congestion on railways by co-ordinating all 
forms of alternative traffic, Tbe job was not an easy one. Traffic 
was diverted where possible from railways to coastal craft, both 
steamers and country boats. Wherever there were suitable roads, 
traffic was diverted to them. 

Gradually railway transport was rationalized. All non-essential 
traffic was discontinued and a system of priorities introduced. 
Special arrangements for Mela traffic (like the Kumbha Mela) were 
cancelled and cheap fares and concessions of all kinds withdrawn. 
Passenger trains were much curtailed resulting in extreme congestion 
in tbe trains. Passengers were seen hanging on to footboards, 
riding on the tops of trains and even on the buffers between the 
bogeys. In spite of the railway propaganda of “Travel only when 
you roust,” railways had to carry 20 million more passengers a 
month or 0,50,000 a day at a time when military movement bad 
increased no loss than 27 times. 

Railways tried their best to see that each wagon travelled fully 
loaded and was never idle. The rate for parcels was increased and 
m «tra charge of 4 annas per mpM imposed on all oonaifonumti 
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of less than a wagon load* Oomtant attention was paid to main** 
tananoe* The daily task of each locomotive was inorea^ed^ and the 
wagon's average load further enhanced* In spite of the difficult 
circumstances, **the railways succeeded in maiotainmg the life of 
the country, whilst meeting the demands of the military and of 
every essential industryincluding the transport of foodstuflPs to 
deficit areas. 

8» Railway Administratioii At their inception in 1848 Batl^ 
ways were put in charge of the P*W*D. by Lord Balfaousie. In 
time, with the inorea&© in traffic, the railways grew too big for the 
P.W.D* Accordingly in 1905 a Railway Board with a cMirman 
and two members was created to administer the railways. Certain 
minor changes were made in the constitution of the Railway Board 
from time to time. The question was thoroughly examined by the 
Acworth Oommittee in 1921 and in 1924 the Railway Board was 
reconstituted as below 

(1) A Chief Commissioner replaced the President of the Board. 
He was responsible for the railway policy and could not be over* 
ruled by his colleagues. There were two more members. The work 
was divided among che members on the basis of subjects and not 
territorially, 

(2) A Pinanoial Commissioner was considered to be urgently 
necessary. Later the appointment was made in 1924. 

The object of this reorganisation was to relieve the Chief Cbm- 
miasioner and members of all unimportant work so that they oouid 
devote all their time to matters of railway policy and to keep 
contacts with different railway administrations. This object was 
achieved by the appointment of Directors of Civil Engineering, 
Mechanical Engineering, Establishments and Finance and 11 Deputy 
Directors and two Assistant Directors. 

Labour questions were becoming increasingly important every 
day* Hence a third member was appointed to the Railway Board 
in 1029. His main duties were connected with the solution of 
labour problems and improvements of service conditions of junior 
staff. 

Today the Railway Board consists of the Chief Commiaiioiier, 
the Finance Commissioner and three members. Under them there are 
10 directors, many deputies and assistants, all technical men who 
are in direct charge of the various branches of the Railway Depart* 
ment* 

The Kuttsm Railway Enquiry Oommittee which has submitted 
its report this year (1949) has recommended the establishment of 
a Central Oontrdling Authority over the Railway Administration 
from 1953. The other three branches of transport—roads, sea and 
air—were beyond the Committee's terms of reference. They have, 
however, to be borne in mind at the time when a National Trans-^ 
port Authority is created. Co-ordination is possible if one 
AuthoritV is nrsated and tint fnnr diffarant nnaa 
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9, Rmlway Finanees (♦) Bailwap Deficits. From 1858 to 
1898 raiHways m India wore a losiog concern. The total loaa incurred 
daring tneee years was about Rs. 68 orores. These oontinaed 
annual defioita were mainly the result of uneoonomio constraction» 
in^oieney of guarantee companies, lack of sufficient traffic and 
losses on strategic lines like the N,W»R. 

(♦f) Railway Surpluses, After 1898 the deficit changed into a 
surplus except for the years 1908 and 1921, These surpluses con • 
rinued till 1930 and were due to the new irrigation works in the 
Punjab and Sind^ increase in traffic brought about by the economic 
deTelopment of the country, better finaaoial bargains with the 
companies and a great rise in the foreign trade of the country. 

(♦♦i) Separation of Railway Finances, 1924-25. In addition to 
other import»ant changes in administration brought about by the 
recommendations of the Ac worth Committee, railway finances were 
separated from the general finances from 1924-26. 1 he following 
reasons were advanced for this revolutionary departure from the 
old practice: 

(а) So long as railways remained a part of the general finances, 
their fortunes varied with those cf the Government. The financial 
position of the Government refiected itself in that of the railways. 
In these circumstances, there coull not be a continuity in railway 
policy and business methods could not be pursued. In good years 
there was waste, and in bad ones, starvation of essential serrioes. 
Railways were a commercial proposition and could not prosper when 
no reserves were maintained in good years and the whole surplus 
was utiliaed for general purposes. 

(б) The railway budget was a huge affair, the gross receipts 
being above Rs. 100 crores in 1924. A good year for the 
raUways made the Central Budget prosperous and vice versa. The 
prosperity of the railways depended on the monsoons. Ample and 
Mmeiy rainfall reflected itself in abundant traffic. Thus the Central 
Budget was nothing short of ‘*a gamble in monsoon 

It was claimed that the separation of railway finances would 
enable the railways to be run on a commercial basis and would 
relieve the general budget of the most fluctuating and incalculable 
factor which made it a gamble. 

Accordingly a convention was adopted by the Central Assembly 
in 1924, by which the railways were to make a fixed annual contri-' 
bution of one per cent on the total capital at charge on commercial 
lines plus one-fifth of t he surplus profits iu that year. The interest 
on the capita! at charge of strategic lines and any loss in working 
rirem was to be debited to the general revenues. In addition to the 
above payments, the railway revenues had to pay to the Central 
Ofirerniiient one-third of the excess over three crores of any surplus 
remaining to them and the remaining two-third was'to go to 

Railway Reserve Fund. 
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Cotitributions to the Depreciation Fund were to be deducted 
as a part of the expense. After making all payments^ what was left 
over was to be credited to the Railway Reserire Fund. On this, too, 
the Central Government had the first lien if their contribution of 
one per cent interest was not paid In any year, 

(ie) In pr€‘War Yeanf, The railway contributed to the 
general revenues in seven years from 1924-25 to 1930-31 a total 
of Rs, 4,165 lakhs but in the last year, 1930-31,^ the interest charges 
wore higher than the net revenue by above Re. 5 orores. Hence the 
contribution to the general revenues was paid out of the railway 
reserves. 

From 1930-31 to 1986-37 the interest chargee always exceeded 
the net revenue In 1937 38 net revenue improved and was higher 
than the interest charges by Rs 276 lakhs and this was the contri¬ 
bution made to the general revenues. 

The Moratorium. According to the Convention adopted in 
1924, the first charge on the railway surplus was the Depreciation 
Fund. During the years 1929-30 to 1936*37 the railways not only 
spent away the whole of the Reserve Fund but borrowed Re. 31 
orores from th i Depreciation Fund to pay the interest on capital 
at charge. Thus the first surpluses after 1936-37 should have gone 
to the Depreciation Fund and anything, if left over, should have 
been contributed to the general revenues. In 1937, the Railway 
Member proposed a moratorium for three years for the repayment 
of this liability. The moratorium was later extended to 1942 and 
then for another year. By 1943, however, the arrears of contribu¬ 
tion to the Central Government as well as loans from the Deprecia¬ 
tion i und were ail cleared. 

(r) During War Years, Alter the outbreak of World 
War II, the railway revenues improved all of a sudden 
due to increased traffic, absence of road and coastal competi¬ 
tion and heavy transport of army men and materials. The railways 
wiped away all the arrears doe from them to the general revenues 
as well as paid back the loans borrowed out of the Depreciation 
Fund. Thus, since the beginning of the war to the end of the 
fiscal year, 1943-46, the general revenues gained from the railways 
the magnificent sum of Rs. 168 orores. 

Passenger fares were increased and surcharges were imposed 
on coal traffic to collect funds for providing amenities to lower class 
passengers after the war was over It was seen that there was urgent 
need for the creation of greater reserves— 

(a) for abnormal needs for repairs after war and for writing 

down stocks purchased at inflated prices ; and 

(b) for continuing high wages and coal bills after the war when 

net railway receipts would probably go down. 

The war years brought a great increase in receipts. Th© 
increase in passenger traffic, especially upper-clasd, was greater than 



in goods. The onnipaign to restrict travd proved froitien. T^e 
hiorease in jwpnlation and the increase in money oiroalaticm were 
responsible for the oyerorowding. 

There was an equally great increase in expenditure. Belief had 
to be given to the railway staflF in cash and kind. Many grain* 
shops and ofiBoers* shops supplying articles of daily use at control 
rates were started from 1944 onwards. Another cause in the rise 
in expenses was that a large portion of capital expenditure 
hitherto debited to capital and depreciation account was debited to 
enrrent revenues from 1944-45 onwards To meet this special 
liability the railway contribution to General Revenues was limited 
kt Rs. 30 crores both in 1944-45 and 1945-46 instead of dividing the 
surplus as in 1943-44. This was done to protect the Depreciation 
Fund and Capital Account and thus to enable the railways to enter 
the post-war period in a fit state to meet the expected expansion 
of trade, industry and rehabilitation. 

The details of railway budgets are given in Table III (opposite), 

(pt) Fosf»war Railway Finances. The post-war years have 
proved rather difficult so far as railway finances are oonoerned. This 
was mainly due to the strain of the Second World War, the partition 
of a unit^ railway system into two, the evacuation of refugees, 
the violent civil disturbances in the Punjab, the aggression and 
fighting in Kashmir, the Hyderabad police action and the urgent 

for distribution of food grains and coal all over the country, 
ese problems were at once difficult and unparalleled in their 
Itature and intensity. There was complete dislocation in finances. 
As a result earnings dropped and expenses increased in the first 7| 
months after the partition (the 15tb of August, 1947). There was 
thus a deficit of Rs. 2 74 crores which was met by withdrawals 
fitom the Railway Reserves, 

In the budget for 1948-49 the total income from traffic 
reoeipts is expect^ to be Rs. 204*5 crores in the revised estimates. 
The expected working expenses are put at Rs. 168’71 crores. Thus 
the net revenue comes to Rs, 35*7 crores. After deducting the 
hiterest on the capital at charge from this sum, the net surplus is 
estimated at Rs, 16*83 crores. 

The traffic reoeipts in 1949-50, after deducting a loss due to re¬ 
bates, etc,, comes to Rs. 204 4 crores, out of which, working expenses 
depreciation chaiges and payments to worked lines totalling Rs. 172 
crores ought to be deduct^. The net revenue is thus expected to 
be Rs, 32*32 crores. Out of this amount Rs. 22*81 crores are to 
be deducted for interest charges, leaving a net surplus of Rs, 9*72 
crores. 

tihese sturpluses are to be disposed of by contributing Rs, 7*34 
eroree to the General Revenues for 1948-49 and 4*72 crores for 
194^«59, Be, 0*84 crores are to be added to the .Xtsilway 
BeMerineiit fSmd in 1048-49. , 
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It hfts b€M»ii pontidered that the Railway Depreciation Fund and 
the QenemI Revenues are in greater need of contributions from 
railway income this year (1949-50) than Railway General Reserve 
and Railway Betterment Funds. 

The annual appropriation to the Depreciation Fund is made at 
one-sisctieth of the charge, but much more is needed in actual 
practice as the withdrawals will be more than twice the normal con- 
tributiomi in the coming years. 

It has, therefore, been considered necessary to re-examine the 
Convention relating to the separation of Railway from General 
Finance adopted in 1924 by the old Central liOgielative Assembly. 

These surpluses are proposed to be disposed of as follows :— 

1949-50 

' ^ Rs. K«. 


General Revenues ... 7*34 orores 4*72 erorea 

Railway Betterment Fuud ... 0*84 

Railway Depreciation Fund ... 7*65 „ 4 72 orores 

The normal contribution to Railway Depreciation Fund comes 
to a little over Rs. 11 orores, but the withdrawals in 1948 49 
amount to over Rs. 22 orores and in the next year to Rs. 33 
crores. This will mean a complete exhaustion of the Depreciation 
Fund in a few years. 


(mi) Railway Finances — Future. The Convention separating 
Railway from General Finances was adopted m 1924. It was laid 
down that the Convention should be periodijally reviewed. In 1942, 
Sir A. Clow thought that the old convention could not take its 
ordinary course, for that would mean denying such relief to 
the tax-payer as he could legitimately ask for. In 1943, Sir E. 
Benthall remarked that the Con ventim of 1924 had not achieved 
its objective of bringing prosperity to the railways. He argued 
that by 1939-40, no less than Rs. 18 orores had been with 
drawn from the Reserve ; the contribution to the general revenues 
bad fallen short of Rs 36 orores and loans totalling over Rs. 30 
crores had been borrowed from the Depreciation Fund to meet 
the interest charges. The Convention had also failed during war 
years, as a moratorium had to be declared time after time in order 
to give an extra share of the surpluses to the general revenues. 
Sir E. Benthall, therefore, proposed that the convention relating 
to contribution and division of surplus between railways and Central 
Government should be revised later, when the war was over, and 
after due consideration. He stressed the point that railways should 
not be in the exhausted condition they were in after the war of 
1914-18 ; otherwise the old lesson would have been learnt in vain. 

TheKunzru Commission (1949) thought that an enquiry into 
the working of the Convention was no doubt necessary but con¬ 
cluded that unless the trade position and the price level became 
clear no osefat results could be achieved by an enquiry* Mr. G. 
Ayyangar, however, thought differently, Acoordinglya committae 
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ing of ifae dooTontioa reiattag to the separfktioQ of fiai^way from 
QeoenJ Bpanoas, and to examine the oouetitationai aKimintatration 
of the Bailvay D.-preoiation Fund, the Railway Betterment Fand 
and the Railway Jtosonre Fuad. The Committee is also expsoted 
to eJcamiae other aaotltary matters aad is expected to maKe r»> 
oommendationa before the end of i949. 

10- Railway Emiiiiry Coatmittoas- (1) The Fjpe uonmi^tee, 
1932. The Great Depression of tiidt) loand tue railways unprepared. 
They oonld not only not pay taa coatrioation to the geaeral re* 
venues ; they conld not even p.ty the mterosii due 04 ^he Capital 
at charge from 19J1 onwards, un l9Ji, the servioos of a British 
railway expert, Mr. Pope, were ootained' to suggest eoonomtes. 
He recommended "Job analysis" to oe carried out on toe main 
railways’ aotivty everywhere in India and abroad, to ai.traot tourista 
to places of his.ortoal, religious, arohiteotirat and natural btaa y 
interest served by the railways and to provide all kinds oc 
amenities for travellars. To iaorease goo Is tradie a soientido study 
of exports ^nd imports and rales and fares was proposed. 

At Mr, Pope’s advice many other steps were taken to improve 
the finances of the railways during the years of depression, hor 
instance, in areas of great motor competition, cheap single and 
week-end return tiohets were introduced ; street coliectioa and 
delivery ol parcels was arranged m big cities and freight ratiM lor 
goods were reduced. Hpeoial "pilgrim trams" to tour to plaois of 
religious worship for diSereut oommunities in .udia were run 
while special oonoessions were ofiered to sports teams and parties 
of touriets. The railways also pooled their resources in locomotives 
and maohanioal repairs. In fact every effort was made to improve 
matters. 

(2) The Wedgmood CammUee, 1137. Sir Otti Niemeyer, ths 
financial expert, reoommeudad the distribution of half the income- 
tax reidixed in a year among provinces m India on the ooudiuoQ 
that the railways earned en lugh profits to pay their oontnoaupn 
to the general revenuss. Hence toe need for a thorough overnaal 
of the worjclng of Indian railways on the eve of the mtroduo* 
tion of the new Coasticution was urgent. Acoordingly a com¬ 
mittee was appointed m 1936 with Sir Ralph L. Wedgewoodi 
Chief General Manager, Dmdon and North Bastern Railway, as 
chairman with two other members. The Committee sabmitte^ its 
report in 1V37. Its main recommendations were that 

(a) the railways should stop paying their oontribation to the 
general reyenues and be made fully solvent; 
toe Depreciation and General Reserve Funds of the 
railways should be inoceased nn^U tt^y were adegueto 
enough for all purposes ; 

(cl proper steps should be taken to meet the road oompetitioii, 
e. 9 h speeding up of traios, introdaotion of 1 m aeryuMS. 
el«.i 
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(4) more serrioe elstoald be got mi of tbe roltkg eto<^ for 
irhioii more ISoropeaii meobaoiciU engiiieeiiiig stoff ftboolti 
be eo^ed; md 

(e) oloier oaataot stiould be maiotasued witb the Press aOd 
tmdars and business men in the country* For this purpose 
an information bureau should be organised* 

The various suggestions of Mr* Pope to effect ^onomy were 
stressed hud rt^iterated. 

Ihere was a storm of indignation in India at the Committee's 
recommendation oi iurlher Europeaniziug the staff and the stoppage 
of oontnbuuous to the general revenueSt These were rejected m UM 
by the Assembly and tiic Multan Ahmad, then Railway Member, assur¬ 
ed the House that there would be no tampering with the contribu¬ 
tions to the general revenues and no discontinuation of the policy of 
steady Indianization of railway services. 

(«^) JVie Kunzru CommiUee. A Railway Inquiry CJommifetee 
known as the Kunzru Committee was appointed in November 194$. 
^Due to the partition of the country m 1947 it could not report* 

The war had imposed a gieat strain on the railway system. 
Trafiho bad increased without a corresponding increase m roiling stock 
nor were r6{^lacemenis posable. Movemctnts of food, and the eva¬ 
cuation of reiugees aggravated the trouble. Political and communal 
unrest in the country' made matters worse ; besideS| the railway per¬ 
sonnel and assets were divided between the two Homiiuons. As a 
consequence the recommeudations were not as thorough as they would 
have bt^ otherwise. The Hunzru Committee recommended the 
problem of regrouping to be postponed. They also reoommendtMl the 
*eatauhshment of a Union Railway Authority in place ol the present 
^Board and pleaded for a cu-urdiuatioa of ail kinds of transport 
under a Natmnai Transport Authunty. 

The Committee found that the elfioienoy of labour had gone 
down by to 40 ^ on the average and that a labourer was not 
doing a fair day's woia for a tair day's wagos. This was believed to 
be due to apavh/i fear of retreacamsat, lack of discipline and in* 
experienced supervisory staff. The Committed thought that the 
protit motive as a remedy was not practicaole and gave prominenoe 
to educational training of labour so a$ to ma&e the workers give of 
their best. 

II* Rsdlway Rates. la the early days of railway oonitractioa 
^in ladta theUererameat did aot iaterfere tritb the Co apaaies ia the 
fatter of rates, apart from the fUcatiou of maximam aad miniaiaai 
charges. Each company had its owa terms of contract with the 
Secretary of dtate. Uaaca there was a great diversity of rates ia 
^tbe country. lal8S/, the Goverameut laid dowa some priiioiplea 
Oor the hxatioa of races oa railways— 

(oj' Ihe State was to fix the mcxima aod miaima oharges, bat 
was to make oo furthar urberfereaod as that would hamper 
trsds. 
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(i^) The State .was tt> beion the lookoat tfaM no undne’prefenotee 
W8B shown by the roilwaya to particular persona or bodies. 

Attempts were made to bring about a unifonnity in the class!* 
fioaticmof goods for freight cbargrs bat they did not succeed. !)»- 
crimination in favour of foreign imports and European business men 
was penistently complained of by Indian interests. Such complaints 
were voiced frequently in the Legislative Council as well as before 
different committees like the Industrial and Fiscal Commissions and 
the Acworth Committee. 

At present in India commoditfes are divided into 16 olassm and 
maximum and minimum charges fixed for their transport. The rail¬ 
ways cannot infringe these charges without previou<i sanction of the 
Railway Board. These range between 0’38 p. and 1-87 p. per md, 
per mile. 


The fixation of minimum chargwi is « unique feature of Indian 
railways. No other country has it. This is because the Ftate 
having guaranteed a certam amount of interest, to the Companies, 
did not want their interests to suffer from reckless oompet'tion. 

The charges on Indian railways are not at all high and compare 
favourably with the charges on rail vays in other countries as is 
evident from the following table :— 

In centimes* 


TABLE IV* 


OounfcTy 


Fftsaanger 

Kilometer 

Average Beot 
per ton kilome 

G^rmnny 

»»• 

2*90 

4-32 

Great BritaiB 


2S9 

4 

Franca 

•«* 

2*41 

4*49 

Canada 

... 

2-9S 

1-84 

tr.s. A. ... 

••• 

S*69 

1*84 

India 

... 

1 25 

2*60 


Dffteit. Dlseriroinatinn sgainst Indian manufacturing interests 
was one of tbcae reafocs which led to a demand for Statse 
management in preference to company management. 

Another complaint against the railways has bren that the j^tem 
of fixing rates in India is “discontinuous.” If goods tnvel on two 
lines, the lateis not calculated on the through-distanoe, but on the 
diatacoe travelled over each line separately. 


The Acworth Committee recommended a Rafiway Rates Thihn. 
nal similar to the one created in the United B^ngdom by the Rail¬ 
way Act of 1921, on the ground that there was a great discontent in 
India due to the allied disoriminatory rates, but the Qavemment 
did not see their way to implement the proposal. The Qoverommit 
fdt afraid tWt tho dec^ions of an independmit Rates Tribunal might 
inteffere with their finanmal interests. They only created a Railway 


l, CentlnwislCOthefafreac. nSfreneseculd pnrebse# &1. 
S. S^poHeftha WsdgewcodCCSBinHtTO. 
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lidviw}i 7 Oommitfiw in 18 !6 iritb very limited powers. Thiebody 
Aes neiihw bemt very nsefal nor popaler. 

Baiheap RtOne Trtfmnal. It was stated by tbe l>anep(^ 
Meirber in March 1949 that “ a n«w Railway Rates Tribunal will 
start funotioning shortly.” This will provide a more satisfacsbory 
machinery to decide disputes in connection with rates and will go a 
long way to satisfying the public that their oomplaints regarding 
diferentiations in rates and charges will be decided by an impartial 
»ithortty. 

12> Railwavs To>day. The Railways have to face Snd solve a 
number of ootnplex problems which are briefly mmitioned below !—• 

(1) Effects of War. Traffic in goods and passengers has 
iftcreased without a corresponding Increase in rnlline stock while re* 
plaoemeiita have been held up due to non>availability of material. 
A vrry large number of locomotives and wagons are overage. Spare 
paits sre also not (>btainable. 

These difficulties have been aggravated by new and inexperi¬ 
enced ptrHonnei apooint»*d to ('ope with tbe increased work. Short¬ 
age of food, demobilization and movement of surplus war materials 
have made condition* worse. The war in Kashmir and the Hyderabad 
police actif n have added to the difficulties. 

(2) Eff da of Partition. On top of it eapie tbe partition 
which bn nsht ai>out severe communal unrest. Th’s resulted in 
serious shortage of essintial workers in particular categories. 
ShiiUd techmcal staff opted out to tb« other Dominion. This added 
to the imfficjency and corruption. There was a Ins? of well equipped 
woik^hops like tbe M'ghulpnra and Kinchinpura and a further 
division of assets which meant a detenora*Snn of resources. A large 
division of traffic ensued due to the loss of Karachi. Goods bad to 
be moved aioner routes which were not equipped to deal with so 
much traffic as Bern bay was tbe only poit of arrival. 

(3) Regrouping of Rnih'nya. There is the problem of grouping. 
Amongst the 9 units of Railway Administration in existence, 
the route milage varies from 1,2.31 on the Assam Railway to 4,457 
on tbe East Indian Railway. Their operation ratios vary widely 
and some of them are living or the others The present geographi- 
ced distribution is a haphazard growth a4d needs revision. 

India is now one. There are no more free States as existed in 
British India. It is mostlv essential that railways in Indian States 
should now form a part of the main railway administration in the 
country. 

(4) Travaport Bottlemeeka. There are bottlenecks in railway 
transport. The railways cannot carry all the traffin offered. Hence 
a Rail Priorities Organization has been set up to determine national 
priorities and to programme movements of food, steel, textile, 
c^aM»nt, etc. EBorts are being made to carry fhB train loads, to speed 
u|» gbods trains and to quicken tibe tumround of wagons. Ovdem 
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h»Te bend plaond tbe t7.S.A.. Cansd», uid th« U.K.. lor Idiidi 
of looonnogives ^863 in 1949). More w»gon8 (over 4,000 in 1949) aro 
being plaoed oP the fine every year. Track is being improved and in 
some oases doubled. But there are large arrears of locomotives and 
rolling stock to he Unsde up and it will take time to replace them. 

(d) Tieketteas Travelling and Corruption, The problem that 
lorries tbe ordinary man roost is that of over^owding. While tbe 
number of passengers has doubled itself since 1939 the train capacity 
has fallen to 83 per oent^ Another factor is the huge ticketleaa 
travelling, partionlarly in the IT P. A oompiement of radway raagis- 
tratea and police has been appointed to ohedk the evil. Couditioiui 
are improving in this direction. 

A speokl scheme has been evolved by tbe Bailway Board to 
coordinate Police and Bailway administrations for detection and 
invest igatirn of cases of bribery and ooiroption. Thus by the end of 
December 194S, a large number of oases was investigated and 
action taken. 

Ledmf Pr Bail wavs eonstitnte the biggest national* 

ized industry in India with a capital at charge over Bs. 123 orores and 
over eight lakhs of personnel It should be so administered that the 
labourers i mploved are contented and render best service to tile 
oommanity. With a national Government at the helm of affairs it 
is seen that an all round programme of labour welfare is being taken 
in hand and all kind of amenities such as hospitals and dispensaries, 
maternity and child welfare centres and schools and institotions are 
being opened. The Central Pay Commission scales hate been aooep* 
ted and dearness allowances awarded. Staff getting less than 
Bs. 260 per mensem has been given tbe option of having hbeap grain* 
shops in place of dearness aUowanoes. 

In spite of these amenities it is seen that there are snbversive 
elements amongst the junior staff who are being wrongly guided 
towards strikes and threats' mainly by political lexers working for 
their own nefarious ends, which is regrettable. 

(7l Amenities to Class /// Passengers. Efforts are being 
mede to improve conditions of travelling for lower class passengwrs. 
Intermediate class has been abolished from 1st January, 1949, and 
broader seats and ceiling fans are intended to be provided for Class 
III passengers. Social guides are being appointed to guide them. 
It has been decided to provide special Ot-mpartments and reserve 
seats in them for long-distance Class III passengers travelling more 
than 300 miles. 

13 Post-war plan for Railways. It is impossible to make any 
estimate of tbe development of railways in the near future imtil tiie 
post war plans of the Government in regard to trade, industry 
and agriculture are complete. Still it is an open fart that tlm 
Governmentof India have put reconstruction plans of railways tm 


1. Ut. 7. Metbai—Bndcat spstdi for 1944*48, p, 8. 
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a prac^cal baek. baaio plan aims at the following obJeoUrea—: 

(o) Rehabilitation and replacement of looomotirea, wagona 
and other eqaipipaent worn out during war-time. 

(b) Ratablieh nent of faotories to mannfaotnre boilers and 
looomo^ves in India. Tbe Mibijan (Cbittaranjsn) Workshop on the 
B. L Bailiray is being built up to manu&oture boilers and. 
looomoUvm. 

(c) Improved services for goods and passenger traffic. 

(d) Extension of railway aetivities to other transport servioes 
•~road, air, etc.—either through actual operation or by acquirii:^; an 
Interest in them and running them through pnblio utility oorpora- 
tons ooneisting of the Central Oovernmeot, provincial Government 
and private interests. 

(e) Providing special amenitieB for lower dass passengers both 
in trains and at railway stations. 

(/ 1 Regrouping of railways in the light of State ownership. 
^Hiis would also evolve a new rates structure and remove the discon¬ 
tinuity in tbe rates due to different lines having been owned and 
run by different eompanies in the past. One gauge standard is re- 
oom mended for the whole of Inoia. 

(?) Oonstmetion of 5,000 miles of new lines in undeveloped 
areas. 

(k) Absorption of demobilized army personnel and develop¬ 
ment of staff welfare organizations to improve the oonditioas of rail¬ 
way employees. 

This will need w expenditure of Rs. 319 orores in seven years 
out of which Rs. l'^5 crores will have to be met out of the 
]>epreciation Fund leaving Rs. 194 crores to be raised by loan. 





Chapter xxii 

fRi^SPOHT IN INDU-ROADS 

1. Bnadltt from Roadt. The main adrantage offered by 
road taranaport is its flexibility. Motor lorries and buses can 
easily collect and distribute loads from door to door and pick up 
and put down passengers anywhere needed. Railways are fixed to 
their traeka and cannot undertake this kind of work. A road 
tranapc^ company can easily try new routes and ply its ▼ehieles 
where it gets better oustonuu It does not need much capital to 
start a oonoern of this type nor does it need muoh traffic to earn 
fair dividends. 

Rural areas oauuot possibly be served by railways as the 
distauoee are small and traffic ioaufficient. What ia needed 'a a 
aetwoik of roads to readi the railheads. These roads will not only 
serve the villagas, but will aupplemeut the railways and add to 
their income. 

In 1946, the total number of civiliau motor vehiolea on roaia 
in India (excluding States) came to i| lakhs of whidi 60,000 
were buses ami lorritjs. fbis xnsiur one motor vehicle for every 
2,017 iuhabitanta, against 2 vehiolea for one person in the (J.SA. 
and one vehicle for every 13 persons in the U.K.^ 

It must not, however, be forgotten that India has a large nuuk' 
her of bailKjk-oarta, "about six m’lltou iu all, of whirdt four million 
use roads.”* They are very useful for small distanoea. If they were 
ec)uipped with pneumatic tyres (with subsidized help from the 
Government) it would appreciably reduce the period of time a jour* 
nuy takes, increase the carrying capacity of the carts, as well as 
save tlto rosMis foom immense wear and tear. With better roads tbs 
transport cost saved would amouat to some ororea of rupees a 
year, as th^ differauce lu the cost of operating % motor ve^ole 
on a good and a bad (kutoha) road ranges between 18 j^es to 
24 pies per mile.* 

In additbn to the beneficial effects on agrioatture. improved 
roads and guioker transport would help in the deoentraUzatton of 
industry, ftus is an urgent requirement taking ia view tike 
vuluerabdity of seaports from foraigu air and seb attaoke, and ^e 
great ooc^stioa in iabonrers’ residential areas in big oities. 

Roads would quicken the meutal and moral advaaoement of 
the country, by bringing the villager to school and ooUs^e and 

1. AnUa TraosporS (Oxford). 

2. Ot, 8ea—Reeoastraotioa of India, p. 402. 
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OEW^Dg inliltt the will to improve. It should be remeoibwRMl 
thftt cOQtaet with the ooter world is in itself «n edneatton. A 
vUlsger after a visit to a neighbooriDg town is no less thwo a 
Soorates foe knowledge and wisdom. A knowledge of better 
things creates a desire to get them and aots as an incentive to 
im^nve the standard of living. Roads bring an improvemaat 
in the health of the villager and his a&imal, as they give him 
easier aoeess to doctor and hospital. They retiult in more postal 
servteee in the country and equalize prices. More post-offioes 
Msnlt in increased thrift and saving. 

The system of transport is unbalanced at the present lUme. 
The Road Development Commi*tee.stated in 1928: “It is indeed 
somewhat incongruous that the total milage of surfaced roads in 
British India is only 59,0U0.’’ Even today the same incongruity 
persists. With more roads to link up the centres of production 
with those of consumption, the village will have greater security 
in life and property. Good roads will reduce the strain on draught 
animals and make them more efficient for the cultivation of land. 

It will be possible to transport the perishable produce of 
the village to town and to get rid of the large numbers of parasitical 
middlemen who eat sway the profits of the oultivator-seller, 
Co-operative regulated markets are possible only with the 
development of roads. 

2- Roads in India compared with those in otiier countriea. 

Roads in India were not built on a comprehensive plan. They were 
for military and strategic reasons as were the old Roman 
foods. They were mainly trunk roads and the earliest of these 
was built by Sher Sbah. The main roads today connect Peshawar, 
Calcutta, Delhi, Bombay, and Madras. They were “marching 
iDods”—'to march soldiers to the point of danger. Th e is the 
leason why they were put in “the charge of military boards, one 
for each president^’’ till 1855, when they were given over to the 
Fublio Woiiki Department to manage. 

Today India possesses 95,000 miles of metalled roads, oement* 
cd, bituminous and macadamized, and 2,01,000 of uumstsiled 
(kutoha) roads. The total milaige of 300,000 is too little tot a 
eouctry of India’s size and popalati(m. Out of this mtlaga only 
1,26,000 miles are motorabie throughout the year. The foUowing 
tehle will show how iuadc^uately India is equipped with toads 
M compared to other countries s~ 
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Itoads in Xodia, metoUed and anmetalled, a|e too few, both |o 
regaid to area aii4 ^polatton. The woret served areas are tiioae 
that are either too arid and thinly populated or too nuny wad 
jungly with unbridgeable gorges and streams. 

3. Didfects in the Road System. After I'SSS, when the roads 
came in the charge of the P.W.D., the influence of railways on the 
construotion of roads began to make itself felt. As the railway system 
extended, it became increasingly necessary to build roods to feed 
the railways rather than to compete with them.^ In spite of this, 
however, '*S0 per cent of the metalled roads in India are parallel to 
railways and 48 per cent of railways have metalled roads parallel 
with them or within 10 miles.*’* Such is the tragedy of roads in 
India which were built not with an e^e to the eoonomio advance> 
ment of the country. The Government of India were more anxions 
to btiild railways in the last century ; in 70 years no less than 87,000 
miles of railways were laid (a fine aobievement) while roads were 
generally neglected till recently. This has been in spite of the fact 
that highway is the first link in the production and distribution 
of agricultural commodities. Unless there are roads to link the 
rural areas with markets the barest subsistence cultivation wilt 
be carried on by the people. Lands will lie fallow and perishable 
produce will run to waste. Improved roads could convert all this 
waste into wealth but senseless competition with railways should 
be avoided at all costs in any future construction of roads. 

4. Road Finance. The construotion of roads depends on the 
nature of the soil and configuration of land. The severity of ther 
son and rain and the possibility of floods and seepage of watee 
have important bearing on the cost of construction. Where 
labour is cheap, kutcha roads should not cost much. Free corporate 
labour of villagers might be utilized for buildifig local roads, the 
materia] aud tools needed being supplied by local Government 
authorities. At other places machines like a Caterpillar Tractor 
and a Triple Roller at an initial cost of some thousands of rupees 
would be able to maintain kutcha roads at a very iow cost, .'(lost 
of the roads in India are kutcha and would remain so for long years 
to come. They are the responsibility of the District Board autho¬ 
rities who are poor and ill equipped. To improve and 
enlarge roads they need generous susidies from the provinobd and 
Central GoveiDments. 

B&ad Dmxdopmmt 1927. It was realized Ibat rmids 

were altogether insufficient in India. Accordingly a committee 
consisting of 14 members and presided over by Mr. Jeyakar was 
appointed in 1927 to examine the question of road development, 
^e Committee statnd that roads in India were becoming a national 
interest and as such shouki be the responsibility of tbs Centre. 
They argued that the inoome that resifit^ from roads fa the shape 
of oostoOMi and excise duties on petrol and motor vehicles Wer t to 
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the Oentftt Th© Additioiml petrol duty also booefilsd 

them* It wa©, therefore, reasonable that the (fentra! Goyerniueiit 
should not only build arterial roads but maintain them and release 
local and provinoial funds for local reacts. 

The Comtnittee also suggested that railway funds should help 
in the construction and maintenance of roads which would feed 
am supplement them. The Agticultural Commission had suggest* 
ed loans for road development but the Road Development Com¬ 
mittee did not favour heavy loans for roads as they were afraid 
that these loans might prove an incubus for other nation-building 
activities of equal or greater importance. The Central Legislature 
approved of loans for road building in 1934 on the recommenda¬ 
tion of the Rail-Koad Conference, 

The Road Committee recommended an increased duty of 2 as, 
per gallon on all petroh The Government agreed to the proposal 
and a Convention was accordingly adopted in the Assembly in 
1930. The additional duty "was imposed in the first instance for 
5 years. The proceeds from this duty were to b3 accumulated in 
the Road Fund and grants made out of it annually to different 
province® in proportion to their consumption of petrol while 10 
per cent of the duty was to be kept in reserve for special grants 
for expensive works. A Standing Committee for Roads was to be 
oonetituted every year out of the members of the Central Legisla¬ 
ture for advising Government on all matters concerning roads as 
wefl as recommending grants to b© made to provinces, 

Tbe Road Fund or Account was put on a permanent basis in 
1934, Usually a crore and a half of rupees were credited to the 
Fond in a year. Allotments were made to different provinces every 
year. Dp to the end of March 1945, the Fund had received 
Ef, 22i orores. After transferring Rs. 4’4 crores to the Eese/ve, 
Ra. li*8 crores bad been distributed to the Provinces, Rs, 2*2 
crores to the htatee and Rs. 67 lakhs to the Minor Administrations, 

As the railways were facing severe competition from motor 
traffic, the Legislanive Assembly passed a resolution in 1937 that 
if any province failed to put into operation steps recommended 
by the Governor-General to control and regulate motor traffic, tbe 
share in the inrome-tax of that province might be resumed by 
tbe Governor-General. The same would be the fite of tbe pro¬ 
vince’s share if tbe Provincial Government delayed unreason¬ 
ably long hi Impending it. There is, however, not much fear for 
a clash over this between the Central and provincial Govern- 
menis as Sir Otto Nien eyer has made the prosperity of railways 
an essential condition for distribution of income-tax among the 
proviojcea. 

5- Reads Adm&nistiration. Roads are a provincial subject and 
he diviced into proirincial and local roads. About 1,78,000 
mto of roads are mainfUned by local bodies while the P. D. 
and M. B, maintain 48,000 milisi* In addition there are taere 
Ihtn ]S,000 milei of roads maintaiiied by muni^paliti^. 



With effeot jOrou 1947 the Central Gfcm^ment h&Wncoeptedi 
the liability for the oo]%»traotioD and raaintenanoe of roads eiassified 
as Natjonal Highways (that is, sooh main roads as run through the 
length and breadth of India and conneot major ports, cities and 
capitals including strategic roads needed for ti’c defence of India). 
There are about 14,000 miles of such roads in the Dominion of 
India after partition. The Government have laid down the condi¬ 
tion that no tolls of taxes will be levied by provinces and that the 
provincial Governments will take special care to foster development 
of district and village roads. 

Obviously the provision of road funds is a very cumbrous 
process. The finances come from a variety of sources : {») through 
petrol tax ooUected by the Otntre ; (ii) motor vehicle taxation by 
provincial Governments ; (fit) allocations from funds of local boards; 
and (ip) loans. This is defective as enongh funds do not come forth. 

6. Rail vs. Road Competition There is no doubt thst road trans¬ 
port is considerably cheaper* than railway transport. It does not 
need huge stations and expensive staff. The cost of building and 
maintaining roads is largely defrayed by the tax-payer, not the 
owners of motor vehicles. Besides, the road-hauliers are small 
people, not conversant with correct accountancy practices Hence 
the rates they quote are often uneconomic and irresponsinle. The 
Depression that hit India with tin* rest of the world in 11129 resulted 
in a great deal of traffic being diverted from railways to roads so 
much so that the railways could not earn enough to pay the interest 
on capital at charge or their annual contribution to the general 
revenues. The Government was, therefore, compelled in 1032 to 
appoint the Mitobeli-Kirkness Committee to conduct so enquiry 
into the rail-road competition. The Committee reported in .i<33 
and recommended a stnoter regulation of motor traffic as one of the 
measures to remove the competition. They also suggested the 
creation of a Central Advisory Board of Communications. Accor¬ 
dingly in 1936 a Transport Advisory Council consisting of the 
Minister in charge of roads in the provinces was formed. A new 
Department of Communications was also created as had been 
recommended by the Acworth Committee and later by the Boad 
Development Committee The new department was |iat in ohsrge 
of railways, roads, waterways, aviation and posts and telegraphs. 

in 1037, the Wedgewood Committee also considered the rail¬ 
road competition problem and recommended protection of railways 
against the unfair competition of roads by controlling, appervising 
and licensing motor vehicles. They also stressed the Importance 
<rf railways participating in road traffic. 

The Motor Vehicles Act was passed in 1939. Its objects were 
the control and co-ordination of road traffic. Regional Transport 
Authorities were to be constituted in each province to control 
motor vebides which were to run under permit to carry no more 
^UHi the |>resoribe<i number of pamengers ot load^ to tm. within 
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speed limited and to work not more than 9 hoars a day or 45 
bcmrs a week. After June 194S, alt motor vehicles were to be insured 
eommil&orJlt^ for third party risks. Any infringements of the above 
(pagmations were visited by big fines. This Aet is a very important 
piece of legislation and codiPes regulations for the safety and 
comfort of passengers and goods. It has been deservedly styled the 
^Highway Code* for India. 

O>*iirdiiiatioii the only remedy. Co-ordination means 
adjnstmefit of oiflerent kinds of transport facilities to public needs 
eliminating in the protees unnecessary duplication and consequent 
waste of time, money and energy. There is ample room for both 
roads and railways as well as water and airways in this country. 
They must work in harmony for the good of the country. 
Voluntary co-ordination is impossible from the ver y nature of the 
riling. Wholesale nationalization of all transport services is also 
impossible in the present set of circumstances. The only feasible 
alternative left to be adopted is statutory regulation of transport 
services in India so that they do not overlap each other and work 
in their own spheres. Unf rtuoately transport services have had a 
baphnzard growth without a plan, so it is not an easy job to fix 
them to their spheres. 

Efforts ui cihordimtion. In order to stop the ruinous oompa- 
titton agauist railwayte the Central Government enacted the Mot )r 
Vehicles Act to regulate and control motor traffic. (The terms of 
the Act have been given m the last chapter.) The provinces had 
adopted a lausez fatre policy which gave India an imorganiised and 
inemeunt tjpe of load transi ort. This policy, as the Wedgewood 
Committee remarked, was giving India ‘‘the worst of both worlds— 
unpresperous railways and inadequate road8*^ It is not certain 
yet whether the Motor Vehicles Act will protect the railways against 
unfair competition. If not, further steps will have to be taken to 
strive for the ‘‘unattainable*’^ perfect co-ordination. 

The Motor Vehicles Act is expected to eliminate the unfair 
competition against railways and incidentally to safeguard the life 
and property of the passengers and make road travelling more 
comfortable. At the recommendation of the Wedgewood Committee 
the railwa;^s started participating in road transport and opened 
motor out>agencies at railway terminals to hill stations where they 
did not go, Spteding up of trains, running of frequent diesel 
coaches, and provision of amenities for lower class passengers would 
help the railways to meet road competition. Cutting down of 
expenses by retrenchment of unnecessary posts, progressive Indtant* 
zatmn and lower grade a ol pay in the higher cadres would also assist. 

8. Spheres for Difiereut Transport Sendees, So far nothing 
has betn done to define tl e spheres of different forms of transport. 
The achievement of lasting success is impossible without that. 
Bailways can carry bulky goods and long-distanoa pa^engers nt 
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ohnap ni^«^ wlti]iQ mokO' v^ioles will transpcwt goods of a poHftb- 
a,blo QAlare sad {tassengers for short distanees. As far os possible 
transport sbonld be made to ooniine itself to running on 
feeder roads; otherwise as Sir Outbri Bnssel said, “If motor lorries 
are allowed to oari^ the highest rated goods, or to skim the mream 
of the trafBo, the result must be a raising of other rates,*’ Begional 
Transport Aothoritim in different provinoes sbonld issue lieenoes on 
the zonal system, so that pnblio vehioles run only on prescribed 
roads. 

The War Transport Department has been followed by' a Communi 
cations l>epartia«nt. This department looks after the development 
and oo«or^natioQ of ail forms of transport. Railways are, no 
doui>t, a Central charge wbile roads are a provincial one. In the 
long run their interests are the same, though they might seem to 
clash ocoasiQoally. The Central Government have undertaken the 
liability of building and maintaining National Highways and left 
the prorinces to construct feeder roads in the districts. 

It is not suggested that railways should be bolstered up but 
they are a valuable national asset with an investment of over 
Rs. 'JOO orores. They must remain solvent and at t he same time 
provide all possible conveniences to passengers. If they are involved 
m deficits, the additional burden will fall on the tax-payers. To 
allow cut-throat competition between roads and railways and have ' 
the latter ruined would be cutting one’s nose to spite one’s face. It 
isesrential to make them complementary to avoid waste. There is an 
urgent need to expand roads as has been proved already but the new 
construction should help railways rather than compete with them. 

9. The Zoniiqf Scheme of Co-ordioation. To meet India's 
growing needs of agriculture and industry a systematic development 
'll her transport lines is needed, but this can be done only after the 
problem of co-ordination has been tackled successfully. To solve 
this problem the Government of India have promulgated a rail road 
( o-ordination soheme “which aims at unified control of transport and 
its development” with a view to preventing the pre-war unregulated 
out-throat competition, to stop rate-wars between roads and 
railways, and to eschew unnecessary duplication of services. 

The method adopted is the formation of joint companies in 
which the road operators, railways and the provincial Govemtnents 
will be shareholders in fixed proportions. This setome has bemi 
already given efiect to by some provincial Governments. TTie 
Government of India have passed the Road Transport Act, 1948, 
empowering provincial Governments to inoo'rpOTato, regulate and, 
if necessary, wind up Transport Corporations. 

Zoning will reduce wasteful competition and bring abmit rail, 
road co-oMination and has many points to commend it. The fau 
that it might smother the heedtby development of rowl traffie and 
bring about domination of road by railways is largely mhiplMMd. 
An altonwlive snggMtion pi^ .forward by tibe India jj^OMbawl 
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TtmKpot% Araooiation also dsflWTM itontidem^oiik 

Tbe Aesooiation reoommendii the reirision of railway rate straoture 
by inoreaeiog the rates oa heavy traffic aod redacia i those oa light 
goods. This will oertainly enable railways to compete agaihst 
ino’or toaffio to a certain extent bat will not be effective enongh to 
meet the situation. 

10* during the Wat. Oa both the eastern and western 

frontiers of India there was a oonsiderable expansion and improve* 
ment in loads* Assam and the hills bordering on Burma hatre had 
a network oi roads laid for carrying military traffic. A road on the 
N*-W. Frontier connecting Patbankot with Jammu was built to 
render military help to Kashmir against Pakistan. The cantonment 
area roads were improved and expanded all over the country to 
train army drivers. 

There was a great reduction in civilian traffic due to {a) petrol 
rationing ; (b) sale of motor-cars and lorries to the armv for train¬ 
ing purposes; and (o) fall in the imports of motor vehicles from 
abroad. Efforts uere, however, made to find alternative sources 
of power to replace petrol Produoer-gas was found to be fairly 
useful and designs for the construction of producer gas plant were 
supplied to the factories producing them. It was estimated that 
1,000 motor vehicles converted to the use of producer^gas could 
save million gallons of petrol in a year. By 1945, 25,000 
vehicles were converted to produoer-gas at a total cost of Bs. 3 
cror<^ and giving a saving of 30 million gallons of petrol a year. 

11. Roads in Post-War Times. The importance of the deve* 
Ig^pment of roads for the trade, industry and agriculture of India in 
the future has been sufficiently stressed. The Hon^ble Mr. Parker 
writest “If India is to progress towards greater prosperity, the first 
^ential is the provision of an adequate network of roads.The 
Government seems to be alive to the problem. On 31st July, 191^3, 
the OonsuJtmg Engineer to the Government of India placed before 
the Standing Committee for Boads infor nation about steps taken 
by the Government about post-war planning for India. 

In 1941, an ambitious and comprehensive 20-year plan was 
pTomulgated by Sir Mohd. Osman, the then Member for Posts and 
Air, for 400,000 miles of new roads In the post-war period* The 
proposed financial provision is as follows 
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ISomplete integration was planned to assure oommimioations 
Itelweeii nriian and mfsl areas. It was vieaaliaed that India would 
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hare •& effldenfc road qratoia within 20 jrein. The partition nf 
however, dealt a aevere blow to all these plana which were 
laid under different eonditione. Inflation and soaring prices have 
stood in the way of quick expansion. Still the Government of the 
Indian Dominion have announced their intention to undenake the 
construction of 13,000 miles of national highways. They will plan 
and control the national highways which will link provincial 
capitals and also design and site the major bridges. The other 
three kinds of roads will have to be developed by the provinces, 
but such devdiopment will be oo<ordinated and controlled by die 
Centre. 

There are many gaps within the network of railways wbleh only 
road transport can fill Motor transport will serve the rural popula* 
tion as weU as trade and industry in the country. It will penetrate 
into the remotest villages and connect them with the main transport 
system and develop marketing of fruit and vegetables. 

India has, however, very few motor vehfotes compared to her 
vast needs. Propesa of motor transport is not possible till India 
establishes motor-car factories for herself. Two joint stock compa* 
Dies, Hind Motors and Premier Automobiles, have been floated, but 
go far (1949) the progress has not been quick enough. India has 
all the raw materials needed—steel, leather and rubber. Strict 
Government controls and a heavy import duty will also help the 
giowth of motor industry. The only important thing lacking is 
trained technical skill. This is why contracts have been made 
with foreign motor concerns, like Cbryslera, for help. Indian 
factories should not be mere assembling concerns, but should 
gradually make spare parts, machines and engines. 



CHAPTER XXm 

TRANSPORT IN INDIA-^^WATERWAYS AND AIRWAYS 

1. Waterways^ Transport on water has a long history behinij 
it. The Phoenicians and Romans carried on trade for thousands 
of years in cared galleys. Indians and Arabs distinguished them- 
ielres as can.ers and traders in old times. Water has always 
formed a great highway for trade. It is cheap ; it needs no special 
expenditure on docks and quays. 

Indian waterways transport is of two main kinds : ^ (a) river 
transport and (6) Coastal or Marine transport. 

2* River Transport. This is perhaps the oldest and 
cheapest kind of transport. It does not need a permanent way. 
It does without signals and stations. Navigation canals, artiBcially 
constructed, stand in need of looks and lifts but they are nowhere 
so expensive as railways Water transport is useful for the oarriagu 
of bulkf and heavy commodities of low grade, like coal, timber, 
raw ores, etc. Cost of transportation of these on water is very low 
indeed, 

Water transport suffers from the drawback of slowness of speed* 
Configuration ofthoccuntrv also interferes with it. For instance, 
the rivers in South India are no gojd for navigation purposes except 
in their deltaic stage where, however, the canals are important 
highways for traffic. In their earlier stages, rivers move through 
difficult country which makes them unfit for any kind of transport. 
The rivers in Northern India are navigable for hundreds of miles 
inland. In Bengal and Assam, the Ganga and its tributaries, and 
the Brahmaputra are navigable for thousands of miles. The Indus 
and the Chenab were fine streams capable of carrying boats and 
ships for Jong distances but they are in Pakistan now. 

3* Comparsion with Foreign Couniriei. Many countries in 
the world have a well-developed system of inland water transport. 
The U S.A. and Canada have fine systems of lakes and rivers 
link^ together by navigation canals. The lowland of North France, 
Belgium and Holland have a fine network of canals linking up the 
navigable rivers. It is possible to travel from the Mediterranean 
sea to the English Channel or to Bordeaux by water. In SVanoe no 
dues of any kind are charged for use of canals. Germany, too, has 
a thoroughly planned system of navigation canals used for carrying 
large quantities of bulky goods. England's rivers are navigable, 
but her canals have been ruined by the competition of her railways. 

Indian rivers in the North have sufficient water throughout the 
year to carry heavy boats. The^ wore largely used for transporting 
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&flid goods in Htnda nod Unite tees. Xa Biitet te«l 
thef Iwve i^e«n neglect^, boeanso 6hd teib is Titaily iotereteJ la 
raitwnys. TbS <0Oai:^itioa from rniisrays bos rednoiiid firtmsoon m 
nv?n to tb« b«iTe#t teiimnm. Tbews i* ampto scop© for Uko 
develcvpmcat both raii^a^tf ai^ waterways in a vast oonotry tte 
India. Tto fodnstllal Gomnteon pointed ont in 19i8 that “tbe 
yest^fd interests td tbi mitwsys have prevented vaterirays in India 
from receiving tbe attention that bna been given in them in other 
large countries vtith satisfactory results.** Many examples cl the 
uofair competition offered bv railtrays to srsterwaya were laid 
befoire the Aoaortb Committee who suggested an enquiry into the 
the matttr- ^ 

With the heavy pressure laid on railways by the presmit War 
emergency, the War Transport Department is trying to develop 
niternative means of transport. Measures shoidd be adopted to-** 

fo) improve the navigability of rivers, 

16) ooQstruct new artificial waterways, and 

(c) progressively use steamers, tug* and power-driven barges 
in addition to country craft. 

It will have to he admitted, however, that the main ohetarie 
in the way of the development of Indian waterways is their own 
condition which has in cases deteriorated due to the opening o( 
irrigation works. As far as possible irrigaticm oanals should be 
usable for navigation purposes loo. 

4. Marine (Cossta!) Transport. In the past there was 
uncontrolled con petition between railwa 3 m in India and ooastal 
traffic. The National Government is now wide awake to the need for 
aonng traffic and a proper development of coastal traffic is 
expected. 

It dta had a rea-ioard of over 40,000 milep and a vast foreign 
trade of over Bs. 800 crores in norm*! times before Angnst 1947. 
And she bad no more than 11 lakh tons of shipping to shoulder the 
burden. This came to a bare 0 24 per cent of the total world 
shipping as agrinst the U. K.. the DBA. and Japan's 25 9,17'29and 
8-1 per eent, rfspectively This was mainly due to the fact that 
Government of India had alwa>8 offered a cold riionlder to tha 
growth of Indian shipping. The Govamment found it impossible 
to render any help as they felt afraid of British shipping interests 
suffering from Indian competition. 

Even now the coastal trade is mainly in the hand* of foiete 
countries, especially the 0 K. The Inman share is very small, 
barely 25 per cent. All countries that can bemat of a pimtkm in 
the maritime countries of the world have had to yWerve their 
coastal trade against foreign shipping. British Kavigailon Atos 
were in operation not so long ago. The 0.8. A., Japan and AmAra* 
lia are no exception in this matter. 

5. Efforts t» Eapmte Cemditions. The Imtei Mwcett^ 
Marine Committee in viUn recommended the rebmvatoto of tomAsl 
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wMUm 10 Mpping to 1023. Mr* 8, K* OowtoJI 

E©Bervftti 00 BiU m% btcouae law 0 Or did Ills Bill tor Vbm 
t Abolition 0 f Ikferifd Bebatf^ mm% with my bettor fate. Sir Abdinl 
' Balim Qbai£ 0 aTi^« Oosstal Traffic Bill^ wbichonly waated t 0 
gafaia aajfeir aompetitian^ was also sbelrecl as beiag ^toaaeeessary 
sad libely to promote a maoia for sbippiog Before 

4ho wiwr ibo GoTommoot felt ansiotis at lb© iDompetitioB offered by 
tlapaneta and German sbifH in Indian waters and wer© propeetog 
to legislat© against thenj when tb© war intervened. The recom^ 
^inemdations of tbe Meroantil© Mamie Committee mad© witb a iriew 
to ereate and ©nomr^ge an Indian marine were tnmed down by 
lb© Goveniment except the provfei^n of a training ship (jDuJTerto) 
Ab Item bay for training Indian cadets. 

During tbe recent war, the Royal British Navy having its 
bands toll in the other Iht^atrea of war, the vulnerability of India*© 
position was glaringly revealed. Millions were stajving in Bengal, 
and India bi.d no adequate shipping of her own to transpoit food 
^supplies tor them and bad to let them atarve. Tho Government 
of India realized the gravity of the situation and pledged themselves 
to a policy of assisting in the development of an iLdtan mercan¬ 
tile marine* The Government appointed a Reconstmetion Policy 
Snb^Committee which submitted its report in April, 1047. It re- 
eominended a strong national policy of shipping and fixed a 
target of 6 khh tons gross by 1050 and 20 lakh tons in the long 
period. They advocated that india should secure cent per cent ©1 
her coastal trade, 75 per cent of her trade with Burma and 
Oeylon and 60 per cent of her overseas trade. 

6. After Partiticn* Since August, 1947, when India became 
m todepend nt dominion, the Government have been making 
sirennous efforts to improve marine transport In a year and a 
half the gross sfaippiniic tonnage has increased from lakh tons 
|0 3 lakh ton©. A fully equipped dockyard has been built at 
Vfeagapatam which has turned out Jal Vsla and Jal PrabhU’-^^iwo 
steamships of 8,000 tens each. More are under consira^tion Plans 
are being made to ret up three shipping corporations with a capital 
ofBs. 10 crores each, Governmtnt subscribing 51% of it or 
more if needed ^ 

India has now a coastline of over 2,600 miles in length, 
but the number of seaports is small. Ninety per cent of Indiak 
sea-borne trade is centred to the four ports of Calcutta, Bombay, 
Madras and Vkagapatam* With the loss of Karachi after 
partition, there is no big port along the 1,000 mile-long west coast . 
left to nerve avast hinterland. So Kandla and Okha have been 
selected to be converted into major ports. They are natwa! 

|7~Oteis of'construciina ships itt India »r© much higher th«u in 
ImtL To oaconmgo the indusiry Qovemm^nt will have to help with «ub- 
sld^aa. She will aho hive to oome to the rescue of lodiau shipping earn- 
pimlas ataiime whoa i^«ihate wars are opened ashapponed m April 10# 

the Oatch started suob a war 
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8l>eIt«reA li«rtieQM* JEsndla has qvm^ fettt d«}»tb of w&tcr and la 
|)«8t tuHed to r«|>)ace EAraohi. It k only 03d xDllca firoia 
'ri 2 aga|)«t«iii on tbe Oast eoaiA baa a great fHOinke ia U>e fatckai 
fThile ^ha li«8 in a strategic position on tbe extieCM pdnl 
of tbe Kstliiawar Peoioeula readUy aooemdble to lai^ aAips in alt 
•eucHU (d tbe joar. 

7. Andadkn in Iiidw< Myiog began in India in lOllvbetta 
few exhibition flights were ^en at different ptaoes. The wax 
demonstrated that India had a fine geographical pontioa as a link 
between Bkrope, the Far Bast and Aaatratia. The real progreM 
in oieil ariation began in India after World War I, bat tbe woe* 
ernment of India was inert in the matter and provided only a few 
landing grounds for foreiga aviators. In 19%7, the Civil Aviatkai Ife*' 
partment was formed, oivi! aerodromes were established and Elying 
Cittbs foanded. In 1929, India was linked with Xtondon by a regular 
weekly air service. In 1932, Internal air services were opened to 
Allahabad, Ca'outta and Colombo by Tata Airways Ltd. The 
Indian National Airways Ltd. waa eetabliabed in 1933, The Indian 
companies got contracts for carrying maiia. In 1938, there were 
nine external air services operating every week aeroES India and 
providing direct air communication between Jndia and iSurope^ 
Africa and Australia. During 1948, Id lakh ait-miles were flown. 

With the onibreak of World War II the devcdopmsat of avia* 
tion in India was remarkable. The civil companies had to give 
np their normal traffic and had to cater to the defence services. 
More aeroplanes were puTohased, new services were started and 
their frequency was increased. An aircraft manufacturing factory 
was started at Bangalore for tbe mass production of aircraft. 
At tbe end of the war, India possessed a very lai^le number of 
aerodromes scattered aii over India. 

The following comparative figures of air transport statisties 
will indicate the rapid stride that civil aviation has made ia 
India during the past two years ending June 30,1048. 



July 1946 to June 

July 1947 to June 


1947. 

1948. 

Miles flown (in mtflions) 
Passengers carried 

7*6 

106 

(m thousands) 

189 

316 

Freight (m tmllion ib) 

2-3 

62 

Mails ( „ „ „ ) 

1*4 

13 

Total Z<oad including 



Miscellaneoas 

10*9 million 

17* 1 million 


ton mites 

ton mflei 


The war gave India an opportunity to create a number of air 
squadrons daily increasing in number. A good deal of propaganda 
was carried on in ooliegm in India to secure rciMdts of the r 
physique and qualifloaUons, Lord Linlithgasr came to tbe 



iKDuii Momoam 


m 

«oiiliEi«ion to 1643 ifa&t tlie lodi»n Air Force was expAtidiag 
late A fortoiiiAt)^ «ea|Mni. Tfae etreogib of tbe ladien Air 
ItAA rapidlF iBoreaeiRg after tlie partitioas Aod rightly so. 

A fetroBg Air arm aod an effective aavy are urgeotly aeeded 
foriaaitttAiaic^ India’s liberty. 

J*A« Fatwre of C%ml Aviation. A movement is afoot in the O. 
to the British Govemment to take aAtioa to adopt a concert¬ 
ed witish Empire scheme to |»rovide a virile, np-to-date and 
fail^hly organized sir system and to create an Air Board with re- 
Frdffiiatatives from the Dominions. It is realised that another 
Vorid war may be fcept back through the development of air 
power. India must be a groat aitfaring ocmntry for safety’s sake. 
The importance of dvil aviation in this direction cannot be ex¬ 
aggerated. 

The Fedmation of Indiim Chambers of Oommeroe some time 
ago passed resolutions pertinent to the point in question. They 
trant^ that the Government cf India thould tee that in the 
internal air serviees the ownership, control and management of ea«h 
air concerns aa were licensed or giien subsidies, should be Indian; 
that Indian imerests were not sacrificed for the development of 
international aviation; that adequate facilities were provided 
for the training of Indian pilots ; and that India was net exoinded 
in any future ifimpiro traioiog schemes as she was in the Caoada 
schmne. 

Another step in the right direction was the erectfon of a lull-' 
sized factory equipped with all the latest machmerv from the O.S.A. 
to tnanufacture aeroplanes at Bangalore. This was meant to 
provide not only employment for some thousands of tkilled workers 
and teefanioians but also to stimulate the growing alummium and 
other ancillary industries in the country. The iactory was taken 
over by the Government fer military reasons and was used to 
repair planes and asseu bie parts. So long as provision is nut made 
f«r the production of aero engines in the Cwuotry, Gevernroent 
planning for the deveiapment of civil aviation in India will remain 
incomplete in one very essential matter, biatiunalist opinion can 
not be satisfied merely with the construction of aerodromes without 
lunnwft. 

Ground engineering is another important desideratum. It 
indudes the provision of all kinds of facilities as meteorological 
and wireless stations, night Innding lacilitiCs, and cement runways 
with expert ground engineer service. 

A yellow paper has been recently published by the Government 
giving their plana for post-war mvil aviation. The air services 
are proposed to be divided into (1) Inteinational services, (2/ 
Tirnnk Dines, and (3) Feeder Ifnec. 

India has ratified the International Convention On Civil 
Aidotim. The international aervicai will link up with the »ndian 
wCrvfcwi at Delhi and Calcutka. India will play its legitimate 
pAi4 in these plans. 



TEASr$K)itT-WATBItW4¥8 Air» AIRWAYS m 

OoTWaoieat of ladia will taAo loHiatke in (be 
plaatdtDg and ov^Aaicfttioft of iadiMi Air IVaak Serrioes «rhio{i 
win eoree lO.SDO mUee a flight of 7| miilioa miles a 

year, tbroagb the maiotetumcs of oae retam service a day 
between important points ia iedk. In sflditioa to passengers the 
aervioos will carry mail and ff«4gUt, the object being tiO bring flying 
to (be middle olasses to oisIhi 1$ popoiar and earn profits. 

Tbe feeder lines wilt bb left entirely to fwirate entwprlse 
bat no air transport Serrice could be operated without a lioenee 
from a Lioensing Board whieh will oarefuUy examine tbe fiosnoiai 
and teohnieal aspects of erery scheme. 

State aid may bo given in rare oases when the operator reaches 
a better standard of than one iatd down bat ean-> 

not reach tbe target reveone in spite of bi# efforts to rea<d> tbe 
“taiget operation costs.” The principle is unexceptionable. 

Schemes have been prepared for the training of teohnictd 
persoonei for aviation, inoladtng pilots, engineers, radio-operators 
and groundemen. 

The Civil Aviation Plan also eaviaages aerodromes spread 
over the length and breadth of India. Oat of these 91 are already 
in efistenoa and only 20 more are lo bo oonstracted. Seventy, 
eight will be equipped with night flying facilities. It has 
biwn decided to oonstraot these aerodromes so as to iierve->- 

4i} cities with a population of over a lakh 

29 towns „ „ ofoverSi.'OO and 

36 „ „ „ of leas than 51,000. 

The only drawback in the Qovernment plan^—and this draw* 
back is a material one—is that the uoveroment are not planning 
for the oonstmotion of aero engines and planes in India witfaont 
which aviation oannot achieve the desired success. Thus it is clear 
that there are t&ree essentials fur the suoaessful running of air 
transport-, namely— 

(j) a snffioient number of airplanes, 

(jt) properly trained groundsmen and flight personnel, and 

{Hi) a Buffident number of well-equipped airfields. The Qov- 
emtnent of India are trying to expand its HOtivitiee in all direc¬ 
tions. They have laid down that all mails where penaiifle wotild 
be eirried by air while the increase io rates has been compara¬ 
tively small. 



CHAPTER XXIV 
THE TRADE 0^ INDIA 

Tlie trade of India i» of four main Idnda: (a) Iiiteroal or Xnl«ad» 
(t>) Ocniital, (c) External or Foreign, and (d) Entrepot at Ee>exports 
(^merohandiiie imported from foreign oonatrina. 

A. INLAND TRADE 

1. Imp«rtan» of Internal Trade for India* Ever einoe the 
methods of indnstrv, agriealtnre and transport were revolotkaiisod 
-in Europe, trade betareen different pt^is of the world hM grawn 
enormously. The Industrial Revolution ori^nated in Great Britain 
and then spread over to the oountries of Europe. Goods were 
mannfaotured on a lar^e seals and markets found (or them. Thus 
the raw materials and foodstuffs of Asia and Amerioa wera imported 
in hug® quantities and manufaotures exported to them in exchange. 
The standard and wealth of European countries advanced rapidly 
tvhile tropical countries producing primary commodities were left 
behind, although their lot also improved a little. 

To a large extent the same mutual inter-dependence persists to¬ 
day. Countries like the U. K. and Japan import raw materials and 
with their machinery and trained labour convert them into mann- 
faotnred goods and export them back at a vast profit to themselves. 
Hence external trade is the mainstay of their prosperity, nay, they 
depend on it for their very existence. Without raw materials and 
foodstuffs from abroad they will not only lose their pre-eminent 
position but very likely their huge populations will starve. Thmis 
is thus an unnatural, lop-sided eocmomy. 

The case of India is different. She resembles the 17. 8. A. fn 
this respect. Her internal trade is many times larger than her 
external trade Even if we exclude the movement of goods inside 
the provinces and States, we find that the volume of her internal 
trade is more than ten timns larger than her sea-borne trade. “She 
is a land of such vast dimensions, great population and rich 
variety of produstion within her own frontiers that she can well 
afford to work on an ideal of self-gaifioienoy*” India is a sub-oont!- 
nent. She has a huge population and therefore an immense, self- 
contained market. Her natural resources are vast and varied. It 
is then reasonable to expect that with the improvement of her 
means of oommunioation and progress of her large-scale indnstries, 
her internal trade should steadily grow in volume. 

Dnfortunately, the internal trade of India has not received the 
same attention as'her external trade. For one thing the foreigF^ 
Qwemment in India was mors intormited in propagating extent 
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««d«. mw lodiin r»tes aod policy' dteo fftVDanad tli« httiMr 

fit the e]tpM»)e of the former. Se^mdlr, lodia onttl recently nmt 
a debtor eonntiy. She bed to bare a favooraye bidaaod of touie 
amotmtiog to more than Ba. fiO crorea a year. 

BecenOy the attention of Xndinn economists has been dmirn to 
the intemai trade of tbe cOttotiy. Prof. K. T. Shab has laid grei^ 
streas on the trade betwetn regional units on a nati mat plane irith 
rationalized prodaotion and distribution alt over tbe coantry*. Prof. 
Kaidn says that “a iarate coantry like India with its raried potent* 
ialities can afford to develop her internal trade and give the external 
trade a definitely minor place”*. Prof. Kamasnaray puts forirard 
planning of food, raw laateiial and maoufacturta on the basis of a 
“eonal system *'India has a home market for local prodneecs 
and manufacturers which, if properly developed, wonld rednce oor 
dependence on foreign markets to the minimum,”* says Prof. Sen* 

Ko statistics are available to gauge the volnme and eharaefe^r 
of internal trade in India accurately. Figures regarding Baidc 
olearanees do not provide n» with a reliable index of either tlto 
value or the extent of the internal trade of India as they do in 
other countries. Nor arc the railway statistics any more depart 
able for tais purpose. The amount of goods carried by railways 
largely depends on the prevailing oondit ons of trade and on the 
competition of road services. Besides we do not know bke 
proportion which the railway traffic bears to the total volume of 
our internal trade accounted for by all transport agencies tnoluding 
bnllock'carts. Hence our estimites of interoal tr^o can oidy be 
based on surmises. The N.P.C-’s Sub-Commiitee on Trade, basing its 
estimates on Prof K.T. Shah*8 findings for 1921 22, has come to the 
tionclusioo that “it would be safe to assume that cur internal 
trade is not less than its. 7,000 crores. This figure may be oontias* 
ted with the size of our external trade which la abdnt Bs. 600 
crores”. This estimate was made in 1940. h>inoe then tbe effects 
of inflationary trends on prices, eoon'rmio onntrols and other exoep* 
tional factors must have greatly changed the total value of the inter* 
nal trade, but the genera) outline of the picture as presented by 
the N. P. C. remain the same. We can safelv oonclude that iudg* 
ing from various indications snob as the consuming capaoi^ of the 
vast population, the excellent geographical distribution qf s^rlmtl* 
turel crops, forest products, mineral products and allied indostrieg 
in different parts of the ootrotry widely separated from each 
other and tbe peculiar triangular shape of India surrounded as she 
Is by high mountains and deep oceans, the internal trade of Ixuiia 
is huge in proportkm and has vast possibilities. 

Some indicstion of the magnitude of inland trade is given to 
08 by the gross earnings and traffic on railways in Isdiia. It is 

1. K. T. SHiah—Friaoiplos <4 Plaon'ug, pp. 01*D3. 

r. lodusWial Problems India edited bv P. C. Jaio, p. ISS. 

S. n«maBwimy‘^&enwm>e Problems of ledia* 

4. 8eb~Eoc>u«mio Reeonstrnolinn of India p, 804. 
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seea that ifhib) lets tluui 4 l*kh wagons wem bsd(Ni on olats 1 
tra.y 0 ia th« ladiMi Dominion in Augost IMI, Sjt lakh wagr«» W9t» 
loaded in danu4fy, 1949, which is 34% mom. Agaia the nutabar 
of ton-milca carried increased from 1(33« milUtma to i,80S miUimM hi 
thont the same period. The average earnings increased by aboat 
30 per cent from Bs; 13 crores to Ba. 18 orores per montth at the 
•taie time. This shows that inland railway traSi in the Indian 
iWinion is rapidly approaching the figures of nndivtdad India. 

The accounts for the rail and river home trade of India also 
give ns a similar idea of internal trade. They show us that in i938> 
39 no less than Bs. 900 orores worth of goods passed between the 
22 trade blocks in India. During war years the pace of industritd- 
ization grew to some extent. In post-war years in independent 
India, vast plans of rail and road oonstruotion have been laii down, 
As they come into effect, and as the engine and wagon position 
improves, tthe internal trade of India is bound to increase at speed. 
Besides, India is a changed India now. Before the partition there 
were about six hundred Indian States covering no less than 4 % of 
the area of the Indian Dominion. Most of them had raised toeir 
own enstoms barriers, which restricted the free movement of goods. 
Now they have all been either absorbed in neighbouring provinces 
or have been united into big economic bl'oks. They haveaiH aooed* 
ed to India. This step is bound to stimulate internal trade ultima¬ 
tely to he^hts never anticipated before. 

2. Future «f Internal Trade- Although complete statistaos 
are not available, yet a &irly accurate opinion can be formed about 
the increasing importance of internal trade in India. With further 
'jrfonned’development in the means of transport and as a result of 
improved industrialization internal trade is bound to grow rapidly. 
1 he ultimate effects of the policy of protection and industrialization 
would be a decre ase in imports and an increase in the total internal 
trade of the country. The necessity of having a favourable bglftooe 
of trade has now disappeared. India has nrt only paid away her 
entire sterling debt, but has a huge amount of sterling assets to 
her credit in London. This foreshadows a greater utilization of 
raw materials in the country and large purchases of capital goods 
from abroad as and when available. It is, therefore, essential that 
our internal trade should be properly planned and developed in the 
future. 

B. COASTAL TRAI^ 

3 ImiwrtanGe. India is like a pendant amongst the ooutin* 
eijts. Her geographical position and long coastline of over 2,1*00 
miiles indicate a big foreign trade and an important maritime posithm- 
By rights she should have had a big mercantile marine and a 
targe carrying trade. Unfortunately, being under tlm poUti.'ci 
domination of the U. K. till 1947, her overseas trade as w^l as her 
Opastal trude were dominated by British Shipping. In 19^ India 
had only a lakh and a half gross tons of shipping which traa not 
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ttnlMkof world kHtsAget Her «lii^ eanrtod A iMunk 
*2S!peVietbfedf twroooetal tnuii, Mr. S. N. Haji odd otltore 
iiiaiidlWr of times to move the Gtovammeat to reserve toe eoatolf 
trade for Indtan interests but their effoits always ended in fadtum 
Doe to rate waie and the deferred robato system Indian shipien^ 
totnpanies were not able to make mnoh faeadway against British 
and foreigh eompeHttott. The Second World War ahlajit eonvinosd 
toe Oovemotent of India of toe urgent need of having a atoang 
Indian navy and a hu^e mereantile marine. t 

Ports. Although India has a long ooaitUne of 2|S00 ndles ehi 
has vmy few good harbours. The West Coast ports are closed to 
traffic due to the vioience of minsoon for 3 to 4 months in a year. 
The Onlfs of Catch and Cambay and the Seaport of Bombay art 
exCipthins, The Bast Coast is surf*bouad. Madras and Viziga. 
patam are the only two hsrboari here and are both artifloial bnl 
offer a safe berth to ships in all weathers. Caientta is at a distanoe 
from the sea and is also handicapped by tbe ssnd'bam forated in 
the Hooghly and have to be constantly dredged out. 

To make tip the deSotency in ports, speeially after the hns of 
Earaefai, the Government of India are trying to develop some new 
ports. Accordingly, they have selected i^ndla, Okba and Mangalore 
for this purpose. Kaodta creek is situated at the east end of the 
Gulf of Cutch and is a natural theltered harbour with over thirty 
foet depth of WaW It will serve to replace Karooht, being only 
956 miles from Delhi. Okha is situated on the extoeme point of 
toe Kathiawar Peninmla. It is readily accessible even to large 
ships at all seasons of the year. Viz agapatam is a major port with 
great promiBe, It stands m dway bet war n Madras and Cadcntto 
and exports the produce of C. P. It is now the centreof the ship- 
buildmg industry. Its dookvards can build ocean>goiag eteaUters 
of about 10,000 tons each. Daring 1918 two vessels of 8,000 tons 
each, the Jal tfaha and the Jal Prahha were hath. Thwe are 
two in toe process of oonstrnotion. 

Skipping. In 1939, India had only 30 ships with a total of 
less than 150,000 tons gross. This is a p'tifolty email number whto 
compared with the size of India, its long coastline and its strategie 
position. The national Government of India has ceoogoised Indie’s 
weakness in this respect and in tryiog to rectify this state of anali(» 
OS quickly as poiible. Private companies cannot command oa^iital 
adequate for the purpose. Aoecndingly they have deckled to form 
three shipping corporations each -Aith a capital of Ba 10 oroTes. 
These oompmiies will partioipato in overseas trade. The Govens* 
ment ia pledged to subscribe 51% or mom of the capital. 

They have set a tong-term target of 20 lakh tons gross of tolp* 

before them. The tonnage wee doubled to 3 lakh tons by toe 
tod of 1848 and steps am being taken to increase it to 6 lakh tons 
by 19S0. The Government have also promised to help againat 
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MieMopab, the nm'tb.wppt o4hi/ram rootles tbroogh KibpI blip 
Kandahar came to be largely msej^, t(W|a the HftMar ^ coast ik9|i 
the meeting place for ibimiefrpin the Far Bn^ stM ^hp ^a. 
Daring tbe°e times‘the obaraoter^dian trade remaliMi^^Pie 
same as before and the imports chiefly eox^ted of costly artifieb 
of luxury, “the masses being tco poor to buy them/^’^ l^tdh and 
Portaguese records show us tbo ssme trend of Indian trade* wflbn 
she exported flne muslins from Dacca, known as Gangetika in 
'Europe. Engbnd Was also one of our customers and her fine 
ladies thought it an honour to I e robed in India's fine products. 
India was a creditor country; ber balance of trade wad payments 
were both fafourablo to her. Her imports in mercbwidiae wen 
IsH than her exports and gold and silver mode up the diflinnoe. 

(tst) Marfy BriHeh Timet. In early days the East India Com¬ 
pany encouraged industries and sent home Indian calicoes and 
^ces, but as the 184fa centniy advanced, the entry of Indian manu* 
factures into England was either severely restricted by heavy duties 
or prohibited altogether. As the Industrial Revolution got in its 
stride, India served as a source of raw materials for England and aa 
a market for her manufactures. Thus the character of Indian trade 
^nged entirely and India began to import goods she had pre¬ 
viously exported. 

{iv) The Beginning of Modern Timet, 1864-1914. l%e opening 
of the [Suez Canal in 1869 is a landmark in the history of India’s 
foreign trade. It reduced the distance between India and Gnglwid 
by more than 5,000 miles, thus halving the time taken by the 
voyage. Additional fillip was given to the trade with England 
and other countries by the laying down of railways in India 
and the linking up of major sea-ports with the hinterland. 

this time India had become a unified oouotty, at peace 
within stnd without. Oustoms barriers wbtoh had hindered intema} 
ibrads bad lasgely disappsarad. England, having therrnghly 
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aadiesolted io a atyiii^ bjrpaisiioii. From B«. 80<^^o»»r«ala 4i« 
(||||^(aaaiaiim 1884-^ totai trade iooreased to Sbo-M^ 
by 1893-1904 and still farther to Ba^ 376 oron» in 1909%fll4. • ‘ 
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utilized this opportaoity to indaatriallaso 
Japan did. 
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Reasons for the fall in trade may be sommu-ized thus 

(a) Trade with enem;^ ooantries stopped entirely; with nentral 

countrim it was restricted severely. • 

(b) Destruction of vast areas of briligerent countries tedweed 
their power of purchasing Indian goods. 

(o) Inflation in some oouotries had the same ^eot* on their 
trade with India. 


(d) Larir of shippii^ aooommodation, riro in fireigfats and insa»> 
riffle charges handWpped trade greatly. 

’»H (si). 7929-I929. Jnst after the war was orer 

there'Vas a bo(|mi m trade. Indian goods were in great demand, 
ittt^or tl»ediy|Soidj|a«& in railway transpoirtc*!® »•»* 

OiOhnn^ «-alw|^pf_'ih^ rupee our export* Tfoi^d havobeeneran 
peater. As usual,''^is boom was folio wed by a.^ejdessipn.ti^Mtt'tled 
bidanee of trade became adverse to os in Iv30>3i ana la3l»**'. 
Aikr 19*l-33( ladiaan trade steadily reoorered tilt nmmia} cpndltiomi 
warn risttOnsd. the table given below (dearly anonciatei tbcss 
ti . ‘'p « 
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‘ ' emmenf Skmi.) 


^ t > 


1319.2^ 

im-2i .',» 

nn 


Iftmrts 

, 347 
*83 
246 
249 


Exports^ 

81:8 ' 
267 ; 

Hi, r‘ 

sib"** 




■^Totid 


«jr, 


' m* 

^''‘66* 


’ '"‘-lilM 

' 4W». 

'*‘iH I i _ 

* '‘O'? , j. 

*1,. 


■W-S4 





Mi 

India mim «tiD iiop<nt»bg masufftotwred goods, bat tboir inl«i 
‘inupomnce ^ import sbfet rr&s kos tb'Ur before, xna'aly das to 
bvadtrbi nowemsot sad prcgnasive imiaBUializatioa rmmiting 
£eom pretestioii. Tbs Govetomeot too pnrohatied their store* in 
India nfasttcTr avsikbie, 

f%e Period oj the ‘Great Dtprenion** J929-I933. The 
Srarh ^ the Wall Strtet in Nrw York, “the greatest in ite hittory,*' 
started a kll in prices whiuh ended in an unprecedented alump MI 
over the world. Behind this immediate cause were other deep* 
rooted ones. One d the most important of these was the maldis* 
tritutioD of gold in the world. Moie than 60 per cent, of the total 
gold in the world was with the D.8 A. and France. The roserwes 
of other oountiles weie depIeUd for want of gold and they had to 
deflate their correooits, which brought downpricts still farther. 
Another cause to which this slump can be attributed was the 
mechanization of agricultural methods and consequent oTcrprodne* 
tion in rasr materials and manufactures. Political troubles in South 
Ameiica and ]nd>a accentuated the fall in prices. The slump 
brought about an intense wave of economic nationalism every* 
where. This led to tariff barriers, quotas and bilateral treaties 
leading to a farther leduction in trade. The high price of the 
rupee at Is. 6d., when aU other countries wore depreciatiog 
thtir currencies, discouraged Indian exports. Japan devaluated 
the ynn end ttarted dumping goods into India. This led to the 
termination of the Indo Japanese Trade Convention andatpycott 
of Indian cotton by Japan-^resnlting in further aggravation of 
the trout ie. The i rices of raw materials and agnculluial produce 
fell mere than those of manufactured goods, hence there was a 
grater thnnhage in India’s exports than her imports. To make 
gcod the difl^eience between exports and imports India bad to 
export a huge amount of gold amounting to over Bs. 360 orores 
kstween 1U30 and 1038. But for these exports India’s credit abroad 
would have been ruined, as she had to fand money to pay for her 
Home charges. There was a dim glimmer of hght in 1933-34 to show 
tdiat Indian exports bad at last turned the comer and were on 
the road to recovery. 

(liii) Recovery. In spite of intens) economic nationalism, high 
tariff barriers and limiting bilateral treaties, the jears after 1933-M 
showed a gradual recovery in trade. This was in the main duo to- 
<I) the adoption of the llecovery Plan in the U 8. A. 
nd of similar plans elsewhere ; (2) restriction and regu'ation of 
the production of raw materials like rubber ; and (3) immense 
expenditure on armamrnts all the world due to .the fear of 
war. The Ottawa Pact signed by the British Empire countriea 
h* Canada in 1932 helped India's trade, it is affirmed that 
the event of the alsence of this Agreemsi t with the U.1BL 
aotlmly would this net addition of trade have been loet tp Indi*C 
ent, over and .atove this, a further ls»8 wmdd have been infliutwi 
pn Indian exports to the United Singdoai as a rssalt of aneqwil 





KO# eomfotjtioti from other Empiib 

lo 1934 the Indo-Japaneke trade agreement was signed and dtt#' 
trado relAtionii with tTspan tmprored. Theprioesof rhwimwtiSrials 
troptored resulting in an ioeiease ja the Talue <rf i India’s, oom*! 
raodit? expwts. Busioesfi vent on imin'OTiBg till 1930-87' but> in 
t937>33> thme was a eet^hack in trade and business' kaofwa 'sai 
'lleoeesioa* lasting till 193S 39 trhan the race for armaments and 
consequent high expenditure all over the world led to a rise 
in prioea and improvement in trade. Later Ine threatening eloatib 
of war grew darker in the horiztm, made people nervous and* 
checked busutess activity. Japan all this time was busy with her 
private wan against China and her demand for Indian cotton fall, 
off. Our exports in 1937-39, as compared with the previous year* 
decreased. The fall in the P'rohasing pmer of lodian agrioul- 
turists reduced their demand for imported goods. 

(tar) Trade Darivg War Years. With the declaration of War in 
1939, the prospects changed. Prices tended to rise ; demand for 
Indian raw material and manufactured goods also increased. As 
a oonicquenoe Indian exports went up in 1931*40; and though many 
markets were lost to India, her exports aotually rose in 1941 43.‘ 
It may be pointed out that trade figures daring these yea'ra suffer' 
from many shortoo nlngs Por instance, tney do not include 
purchases made by the British Government nor do they take into 
account the Lend*Lease goods supplied by the D.S. A. or the fte- 
oiprooal Aid given by this country. The figures are farther vitiated 
hy the non-inclusion of the purchases of Indian Bailways or of 
Indian States which have u sea-board of their own. 


TABLE III 

Foreign Trade of India {induiin re-ezgorlt). In crorm 
of Rupeea, 


Year 

Imports 

Exports 

T(Uwl 

1940-41 

167 

187 

341 

1941-42 

173 

237 

410 

1942 48 

. 110 

187 

287 

1943-44 

118 

193 

317 

1944-45 

204 

210 

414 


In spite of ehortcomings, the above trade statistics move ns to 
draw Certain oonolusions which may be stated thus : — 

(a) Controls were imposed on Indian exports and imports. 
They became very rigid in 1942 43 when the total trade of India 
was the least. Trade Controllen were appointed and no private 
merchandise wae exported or imported without previous sanction. 
A system of priorities was instituted and MnoeuoeS were issui^ to 
private busioess men only after oarefhl sorutiay. Latgenombem 
of firm* in neutral oonntri«» through whom tame wa«a&a>r of 
leakage to enemy countries^ were *blaok-U8ted’ pad deelii^ with 

1. B. E. )4aiilaa-*laitia and linpsriat Pr^i^socw, p, 199, 
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tlMna ftoltiliitod. dJi time pamed oheebs «iu| reaiaaiiwltt iMfelMitB 
wmaner* t h*. 

(I> lodk lost raaa; good marketo as the ihiSt 
Barkig the first Iwelre months many oontinentaal^^terkelSt^Pra 
Fmttee and Italy, were lost to ns eithar by defection of'irihsmy 
tietl. in 1041 Japanese assets in India bad to be’friOken. .p^mf 
theaext year oar Far-Eastern markets were also oldiibd 'to its' wtHite 
war was being fought in Burma and Assam. In spUd^df 
India did not fare so badly as she fonnd son e idtir narli^^ fn 
the Middle East and expanded her exporta to the Allies. • ,, 

(e) A third oanse of the recession in trade ^194^43 
treme shortage of shipping accommodation. TtMo fists we^ care* 
fitliy sccutinized and all Don-essestial items riHnlMtly 
Most of the srailable shipping space had to to .utiliz^ iwr Wht'i 
port of soldiers and armaments The exorbitant'^ freight and insn- 
ranoe rates also bandioapped sea-borne trade. 

(d) As war beoame prolonged, stooks in the 17. K. and the 
0.S Aw the only two oountries that ooidd supply manafaetnred gooda 
to India, became exhausted and ooald not be renovated doe to their 
preoeonpation with war. Thia aerred as another important factor 
in the fall of imports—what India needed was not availahle and the 
raw materials to make what was needed were being used to make 
war equipment. 

(e) India’s expcwte in this war showed a radoh greater resilienoe 

than her imports. The adverse factors wcfiking aj^inst foreign 
trade brought about a far greater shrinkage in imports than ex* 
ports. The increase in imports in the Itot year of the war was 
the result of increased shipping accommodation being available. 
The decreasing enemy submarioe activity, ^jefieated)! in our 
trade returns. The largest increase in imporia whs', however, 
nnder i^ineral oils, mainly oonsnmed by the army. .r 

(x) Trade During Pa$l-war Ymra. following 

ns an idea of the trade of India in poat-wi^r years 

4fi» <rorer of mjidJs)'' 

Exports inchiding Imports .Balaoes 

re-exports j, ■ ' 


1046* ... 229 

1946 ... 266 

1647 w. 320 

1048* ... 428 


. »9Wt.. 



1. It is seen that the foreign tiafic of India attailiwl> hif^r 
levels both in terms of value A&d‘ vofatme at. war 
receded to the baol^poimdi«.r . c 
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' •« %i ftMdb WM tUreHfhoot S&fltH«iee& lij? tt»e 
i‘ '*4 «P fdwtti^OB of iolperl ond export oonteole tl»0 
<3oyerDiBoat of Iitdi*. 

There «M • growing deSoit in the oonntej’e ^ifeooo of 
, , tmde, perticojarfy with hard onrreBcy eoonti^ Uke 

j. the tJ.8 A. Thia waa censed by im^ta of food on 

^ I^T«ra ment aoconnt, and by imports of oonsnnier gooehi 
for whioh the conn try had been starvii^ daring war yeans 
and partly by the nrgent need for industrial raw materials 
' lihe cotton aod capital goods to replace worn oat plant 
■and machinery. 

. 'r a. CSontnds over exporta were gradually relaxed, hat overall 
quantitative limits operated all tire time, (fentrols were 
necessitated by Pakistan being declared foreign territory. 

, Doe to diffionlties in obtaining d<rilar and other bard 

, cnirenciee, exports to 8 q<A oonntnes were licensed more 

, freely than to soft cuwenoy countries. 

$. Efforts to Sttmolate Foreigii Tmde in War Yeara. 

(a) The JJome-Mmrket. India lost many markets as a resnlt srf 
the war. Indian raw materials—cotton, oihseeds, bides and skibs, 
usually exported to Japan, Franee and Germany—were lying 
unsold in vast quantities. Tbe Government of India tried their 
beet to encourage the growth of food grains in place of cash <jrops 
to prevent a further glut in Gie markets and ai^red the cultiwators 
that they would not al’ow the price of food grains to decline unduly. 
As a matter of fact there was a big gap to be made up in place 
of the imports of rioe into India from Burma. Moreover, large 
quantities of food grains were needed in Ceylon and Iran and to 
feed tbe Allied armies in the Middle East. There was little rkk 
of prioea of food grains falling—on the other hand, there was a 
great dearth of food in the deficit provinces and famine was 
stalking abroad, Henoe tbe Government put into effect every con* 
eeivable measure to improve the situation in food. Subsidire were 
promised ; land revenue was excused for a few years if new lands 
were put under food crops; and seeds of superior quafity 
^akibated free or at tower rates. 

In spite of tbe food oampaigu, the prices of idl food gndua 
•oarefi up and Ooverninent efforts to control them failed, lihe 
Govmnment also tried to discourage the oultivailcHa of 
oommeroia! crops directly and indirectly. They made speonlatitm 
and contracts in fntures in cotton and into illegal. They purchased 
huge quan^tiM of textiles on behalf of tbe Alliea and also exported 
them to the Middle East, thus encouraging greater eonsumpkmn 
of cotton in tbe mills through srorking day and night, 

(6) The Fwdgn Ifarisf. The Oregory-Me^ Misskm, Efiwts 
were made to fold new markets for Indian prodnee. 
In punmlt of Ihis object a miaaicm, headed 1^ Dr. T. B, 
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SeoAottio Mtriser to the Qomnment Af Ia4i%^ and 

Dfttidtfeelt, wm Bent to the 0A A. ia J&iO. Tlwy reported 
in IhU, that the US. A. ocnid not, fill the gap of udia'a loat 
Contin«®t|il markets in cotton, oihseeds and other raw good*. 
Tbbvae hot natnral as the U.SA. in ndditinfl to being an in 
dOstiHal eoOntry is an agricultural one par eieeltenee. She did not 
heed Indian cotton and she iooiported ad the oihieeds she needed 
from Argentina. The U.S A,, however, needed Indian manganese 
‘are, mica and lobber, which was all to the good. The report further 
indicntted that Indian fant^ goods and curios in metalware, em* 
hroidery, mgs'and carpets could find a marhet in the U.S.A. 
ICashmir and Banaras-made goods were in demand there. Such 
a marhet, however, was not a steady naarket and needed earefttl 
etudy and oonstant nursing. 

Loehily India discovered nsefnl markets in the Middle U*et. 
Turkey, Iran, Iraq, Arabia, Egrpt and S. Africa came to her rescue. 
They not only wanted India’s food grains but also her textiles. 
Canada and Australia absorbed some of her goods In 1940, an 
Export Advisory Council was constituted to find ways and means 
to enoourage exports from India and tr help industry and trade 
in general. To forge trade links with foreign countries Trade Oam<> 
missioners or Cc-nsuU were appointed in a number of oonntries 
such as Afghanistan,Canada, Argentina, Australia, Egypt, fi^aya, 
Katal, Iiondon and New York. As a cnnsequence Indiaa exports 
abroad did not have too severe a eet-badk. 

, 6. Commercial Intelligence and Organization. India has 
Chambers t»f Commerce in ail important provinces, soma oft hem 
Enropfan, others purely Indian. They are responsible commercial 
organizations doing good work in making useful suggestioas to 
Government and criticizing their actions when necessary. Thet 
hduoate Indian public opinion on current economic, oommeroiaJ 
and industrial matters and serve as useful guiles and mentoara 
gtnerafiy. 

Of course, India comes nowhere near the U.K., the UJS.A., 
Germany and Japan so far as colieetion of eounomio data and 
Commeroial.statistioa is ooaoern<>d, but compared to former times 
the country is far better served. The Department of Ccmtner dal 
Intelligence and fitatistibs, the Baitway Board, and the Information 
Bnreau oompila useful statistics and provide and disseminate oorreot 
information. The jformer keeps close eoMaot with Trade Oom- 
'misskmers and Agents abroad and takes active steps to give requlbad 
JpttMidity to Indian prodaoce in foreign markets. The department 
of Industries gives useful help and guidance to oouttumouil ahd 
'fndusitial firms fn India. 

7, Peculiar Features el India*! Trade.— 1. Pre*war years 
199U). Main feature* of India’s pre.m'ar foreign trade were 
a* fidhiws 

(a) The U. K. held a pradomiimat pcwition ia both hmpotie 
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and exjJoHs tlie Jlrat Worid War. In the qainqnenniim bafoK* 
1914» ttaporU from tfae 0.K. into India amounted to 63 per cent ei 
the total trade. Hjj's 8gur® Trent on decreaeisg till it reached 30 per 
cent in 1938 39 but atill it hf big MDougb. This predomloanoe of 
tbe 0. K. ww due to the fact that she aa« the firat country in the 
world to industrialize herself. She was also the suzerain Power in 
India for more than a oentury. She was thus in a position to sell 
her goods in India to her benefit. 

The share of tbe0.K1. in India’s exports in 1900-ld was not 
so great as in iJhe imports, being only 25 ^r cent of the total. This 
percentage went on increasing gradually till it reached 34 in 1938-39. 
The 0.K. invested huge sums of money in Indian railways, factories 
and ' plantation industries. FTom these she drew large dtvidwds 
enuuallg. Her ships, banks and insurance companies rendered 
“invisible services”. For all these and various other services India 
bad to pay a heavy price. This was the reason why the 0. K.*s 
share in India’s exports kept steady. 


In time other countries also industrialized themselves sad 
began to forge direct trade links with India. As a consequence 
Britain’s share in India’s trade began to decline. Britain’s plooe 
was partially taken by Japan. Germany and the 0.S. A. who were rw- 
ponaible for 9.4%, B 6% and 8% respectively of our total trade in 
the year 1938 39. 


The table below makes the position clear:— 

Share of (he U. K. in Ztidia’s Trade (In lakhs of rupe^s\ 



100044 Average 

101440 Average 

j 

1038-30 


Vtihie 

1 Por wnt 

1 

Value j 

j Per cent 

' i. 

! Value 

I 

jper coat 

BxpxtU 

66,30 

( ..... 

2S*1 1 

69,62 


68,25 


Imports 

01,63 


83,66 

1 56*6 

46,49 

30‘6 


(fe) Mannfaotnred goods were preponderant in India’s imports. 
Consumer goods oocsistiug of textiles, leather goods, glassware, 
watches and clocks, toys, motor vehicles, cycles, sewing machines, 
stationery and the like were largely imported. As time passed, 
imports of such goods decreased while those of raw materials and 
food products increased. 


Oampositim of Indians Import Trade in tM Interior Psrioi, 
(F^oenti^ of total imports) 

1920-21 1938-39 193940 

1. drinks and tdbacoo 11 18 22 

2Jr|Eaw mnlerisla ... 6 22 22 

8.fyi{a;ha£4ctiaes ... 84 82 69 
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It wfll be w«o fitwa the abot© table that even in 1920^1, 
nuutHifactnred au'tlolee ■a^ete as high as 84% ©# ooi* total haportW 
to #iat tJaae IiuIaq feoaJ policy bad been priniai^l^ man^nlated to 
bel^ Biitiah eoonomlo interests. It wa© only during the First WotWt 
War tliat it was realized that this poKoy necideil to be reshapnd. 
Aeeonitn^ after the war was over, in 1921 a Fiaeal CtommisSiOn was 
i^poiotw and dkcriimnating protection gradnaHy introdnoed As 
wttosdt a few indnstries got proteotion, Ifea^ as this proteetlan 
was, still it helped to develop a few industries, e. steel and sngar. 
'l^is progress is not oommeasurate with the vast resonraes of India 
and even so, it more apparent than real, for foreign iotoitots 
etoabMshed themselves in India behind tbe tiwiff walls. ImptHTta wf 
matches show a decline, but tbe foil is due to tiw Swedish oonfeMne 
establkhing itself in India as m other oountoies. ^mUarly the foil 
i» imports of soap was due to Lever Bros, coming over ta laiHiu 
In other lines, , textiles, steel and sugar', however, LneUan 
enterprise progress^. Tbe table below shows imports into 
India of some manufactured goods. It also shows how these imports 
progressively decreased during the inter<war period. 


Imports of soms Mamcfaci'wrsA Ariidks 


Ootton piece-goods 

Iron and steel 

Sugar 

Matches 

Cement 


(In lakbs of rupees) 


192021 

1932-33 

193K39 

83,78 

13,37 

14,15 

31,29 

5.30 

6,66 

18,60 

4,23 

24 

1,6T 

1 


l,3t) 

29 

5 


(c) Another peculiar feature of India’s trade during these 
years was the preponderance nf agricultural commodities and raw 
materials in her exports. Before the First World War about '9% 
of India’s exports consisted of foodstuffs and raw materials. ]>uring 
the war years 1914 18, there was some increase In the percentage of 
exports of manufoctured goods but this oonldi not be main^dned 
afterwards. In 1920-21, for example, foodstuffs and raw materials 
exported were 64% while manufactures were 34% of the total, and 
in 1939-40 the percentages were still about the same. This clearly 
proves that India conld not very much utilize her industrial raw 
materials tifl 1939 and the bulk of her exports ceneisted of raw 
materials. The following'table shows the position clearly :— 


Composition of India's Foreign Trade (Pereent^iges Sh^perti 


1920-21 

Food, drinks and 

1SS2 33 

1638-39 


Tobacco ^ 

2S 

29 

23 

20 

Ra’w Materiala 

38 . 

42 

45 

43 

Matiiifactufes 

36 

29 

30 

38 


Further, it is seen that while India’s imports oonslstedNff a very 
la^ variety of goods, her exports were fow in npmtxir. ii IsF <» 
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thelwSeeted exp^ are givfm bdow 

Matpvrt* 0f Sheeted Artides (In Ukht of ntpm} 

* $n 


192041 

193243 

16384» 

Baw Cotton 

41,68 

20,37 

21,88 

Baw jfate 

16,6 

9.37 

. 18,40 

Seeds 

... 9,00 

8,00 

8,00 

Hidee and ^ns 

6.24 

2,76 

684 

Tea 

12,16 

17,16 

23,» 

Cotton piece-goods 

7,61 

2,09 

7.67 

ilate manufactares 

.... 62,46 

21,40 

26,26 


(4) Oa0 of the most striking features of India’s foreign trade 
daring these years was her faToorabie balance of trade. I?ht8 made 
it nasy forithe goverumeot of India to maintain a stable escbange 
ratio to remit funds abroad and to meet obligations of all hinds, it 
was only in exceptional years, as in 1920>21 and 1921*22. that India 
had an adverse balance. Normally exports exceeded imports. 
During l^e depression years starting in 1931 the balanoes gradually 
grew less favourable. India then started exporting gold to make 
good the deficiency in exports of merchandise. 

India had to meet home charges rangiog between Bs 30 
crores and Es. 50 ororea.^ Since 1931 the balance of trade was 
not enough to meet India’s obligations abroad, hence in September, 
1931, the exodns of gidd starM and continued up to the outbreak 
of Second Worid War when our balance of trade grew favourable 
again. During these years India exported no less than Es. 362 
orores worth of gold. Ibis sale of gold by the people Of India who 
were in distress throagh an abnormal fall of prices aiUir 1929 came to 
the reswe of India’s foreign trade and supplied funds to the Qovera* 
ment ^ meet home charges and their other obligations abroad. 

Oow^wiion. Daring the inter-war period Economists looked 
askanoe at foreign trade. It was used as an iastrament to earn 
dividends for England. India bad to pay for her home charges, 
solariee of British civilians and soldiers in service here and. a return 
on I Ike ever-expanding British capital in the country throagh a 
favourable balance of trade. Daring these years the mechanism of 
Cureign trade was made to work against India’s industrial devrdop- 
mrntt. Priotazy commodities were exported and consumer gopds 
iinported. The world at large, toot used tariffs and reetrictians for 
purpmes ofeelf sufSoiem^. Hence, it was thought that a ooostry 
have as little of trade as possible. 

(II) Ifflr Fears {1939-45). Immediately after the dedaration of 
war, there was a great increase in trade activity all over the World. 
Eve^ country tried to import raw and manafactured goods trhioh 
it ladced whidi, it thought, would be of use to it in ease it had 
to fight. Hence Indian raw materials were in great demand. When, 
however, Pmnoe and'other Continental oauntries were ocOupied 

iT 8s 8 'liiH’s'voruBM enliiKJs, p. 
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Hie Axi» mm% market® were lost^to Indie Mogtog ebiiit 

e eharjp ahriakege in her foreign trade. The ontbreek of war egidnil 
^apan made matteni atill wome, QraduaUy» bxymfm^ m$ the AMei 
armies won iriotorlea, Indians exports showed an improved tremd in 
oertain eommodities like tea, ootton and jute mannfaetnrea* 

{i) CompOBition of Trade. The changes in the compositioii of 
trade of a country form a fascinating etudy^ They reflect ihe <diang« 
tng nature of the economic activity in the country. We see that 
during World War II there was a perceptible change in India’s 
iljcport trade, {a} 1 he place of pride was still occupied by jute 
manu&ctures, the export of which amounted to no less than Ito. 3d 
croxes, iis. 49 crores and Es. 60 crores in'* 1942*43, 1943-44, 1044-45, 
respectively. (6) There was a sharp rise in the experts of cotton 
piece-goods which improved from Es, 6 crores in the pre-war period 
to Ks, 46 crores in 1942-43 and Es. 38 crores in 1944-45. Thfe 
sudden increase in the exports of cotton piece-goods was due to the 
alignment of Japan on the side of Axis which event provided India 
an opportunity to capture the lucrative markets of the Middle East 
and Aiiica. (c) Tea which provides an excellent stimulating drink 
was also in great demand m Europe and America and in 1944-45 its 
exports exceeded Rs 38 crores (d) In the pre war years, India 
was the principal supplier of groundnuts to France, the U.K. etc., 
the average exports being more than 9 lakh tons. Daring the war 
years India developed her own vegetable oil industry and thus freed 
herseE from dependence on foreign markets in this respect. The 
Govermnent of India adopted a deSnite policy in this connection and 
tried to build up a trade in groundnut oil. 

India’s total exports during 1943*44 and 1944 45 amounted to 
Es. 200 crores and Es. 21 i crores, respectively, out of which 
manufactures accounted for Rs, 105 crores and Rs. HI crores. The 
proportion of raw materials, foodstuffs and manufactures in India’s 
exports and imports is dear from the following t^ble and speaks 
volumes about the transformation of India’s trade during war 
years ~ 

Sea*bome Trade of British India (In crores of rupees) 


Partieolara 194041 

1941-42 

194243 

194344 

1944.43 

JmporU — 






Foodstuffs 

24 

28 

8 

7 

to 

Baw materials 

42 

60 

62 

64 

117 

Manufactorea 

70 

04 

49 

45 

65 

Misoellaueoas 

2 

2 

1 

2 

2 

.Total 

138 

l'?4 

110 

118 

Ms 

Exports— 






Foodstuffs (in- 

42 

60 

49 

48 

50 

dodmg tea) 






RaSr materiab 

68 

73 

45 

64 

m 

Manufactures 

86 

115 

98 

* 106 

m 

Misoellaueous 

2 

4 

3 

2 

3 

Total 

198 ' ■ 

-- 

- 195 ■ 


- 
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i[ij) MmBm Trait. Sbodying tha diteel^ of I«4ift*a 
ford^ ta«(i« daring ibe^ yean, it is aj^areat tlioi she 
her trade «ith the l^pire ooaatrlm to e large extent. She «i^)ah> 
liahed more intimate oontoots with Anstralia, Canada, Egypt, Irai| 
and other Middle East ooantries, espeoialljr with those in the stmt* 
ing Uoo. Bating these years India built op a faironrable balaoee 
of ls^ade vith all these oonntries except with the Bahreins and Iran 
whidi supplied huge qamtities of mineral oils to India, iu. 31 
erores and Us. $3 orores worth ia 1^43*44 an 1 1344 43, respectively 
and imported goods of a much less value in retorn. 

(tit*) Another stdient feature is that India built up a very heavy 
trade with the U. S. A. It oame to Bs. 95 erores in 1944'45 as 
compared to Rs. iOi orores with the U. K. in the same year. 

(tv) Balafust of Trade. Besides, Indian imports continued at 
a oomparotively lower level (up to 1943-44) mainly dne to the inabi* 
lity of foreign oonutries to produce the consumer goods needed by 
India. Indian exports showed a greater resilience than her impoits 
in spite of the lack of shipping aoeommodation. Thus the balance 
was heavily in India’s favour. 


Balance of Tradi. 


Year 

Balanoe 

1938-39 

4-17.5 

1939-40 

•448 

1940-41 

-442 


(In orores of rupees) 

Year Balanoe 

1941- 42 4-80 

1942- 43 4-84 

194344 402 

1944-45 4-42 


(111) Poet ICO** y>ar$. The negative attitude adopted by 
various eountrios, inoluding India, in the inter-war period is no 
longer needed. Planning of trade both in the short and the long* 
period has besome a neoessity. India today needs external finance 
for the import of equipment to replaoe the plant nod machinery 
worn out by double-shift working during World*War lH PoiP 
the esime pnrpose India needs a favourable balanoe of trade so aa 
to be able to pay for her imports for developmental purposes. 
Chrtrin peottiiarittes of trade strike us in the eye as we look at 
the trade figures in post-war years, They are as follows »— 

(t) Partitiom of fodia into two Bomiuions has not affected the 
volume of trade. On the other hand the values of both impewts 
ood exports heve shown considerable increase. This is mainly 
due to relaxatioas in licences and the recovery of world trade uhd 
shipping oonditioos. In 12 months from December 1917 to 
November 1948, the value of foreigo trade oame to Rs. 651 orores, 
which is a reeoid. 

(»4 The bahuioe of tmda has beoome aufavoarahle to India, 
esperisfly with the dollar mi hard-oormBoy ooantries. 
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$da)iee of TnOe i9i8 (In ororw <3f ra{)M|) 

Total lion oooi^ijlia. 

Exp^nii 428 SOS 

Inporta ^si S40 

SaliuMe —Z4 

Tbtta, tlw chief problem of latiia'a export trade ia to inoreMM 
ct^potta to hard correnoy areas. Her exports to the U. S. A. io 1948 
eahie to Et. 78 orores and imports to Bs. 108 erores, thus giting ns 
a dr^oit of Bs. 30 orores. Orerali destioational quotas have had to 
be for diSereat oouatries, iuid exports to dollar oonotries sl»ma> 
la^, through easier Ijoeuoes being granted to them The Export 
Advisory Counoil under Mr. Siri Bapi suggested early in 1^9 that 
we should earn dollars through encouraging tourist tramc and 
providing it with special amenities at our beauty and historio 
spots. The Connoil suggested that as hard onrrenoy countries pre 
fbrred seeds to oils, permission to export seeds to them might 
be gloated even if it meant going haok on the policy of enoonrag* 
utg oils in place of seeds. They reoom mended advertising and 
propaganda by the Fea Marketing Expansion Board in the UiBA. 
so as to encourage export of tea to that country. They wanted 
an open general iieenoa for export of brassware and artware to 
be sent to the U.S.A. and Canada. Besides, they suggested a Direo- 
torate to draw np a oonstrnotive programme to improve India’s 
cottage industries and their products to be exported. 

(til) The pecnliarity of larger exports of manafactnred goods 
X||tiidi made its appearance daring war years is persisting. At the 
fliinet time imports of industrial raw goods, especially raw ootton 
hmn Egypt, and East Africa are increasing, imported ootton is 
mainly long-staple or medium. India did not need so much of 
taw ootton from abroad previously when Pakistan was a part of 
india. Since the partition, the conditions are different and we 
have had to import cotton from conntrito like %ypt, Sudan and 
P^lstaD and Jute from Pakistan. 

fanpaits in to jndSa* 


(In orores of rupees.) 


Year. 

Poodstnffii 

Baw mate* 
rials. 

Mauufao* 

taresu 

lIlMoellaneoaa 

1946 

22 

128 

88 

3 

1946 

33 

77 

M9 

7 

1948 

83 

110 

270 

6 


(t«) We bare to import Ituge quantities of i»w jnto nov. 
Since ^August'1947, 73% of the total ana under r&vf jute baa gone 
\ o*ver to Pakistan. As a oonseqaenoe India has to import abhU4 Are 
‘ laittkm bales of raw jute from Pakistan for being moonfiaoiond 
to' Indian jnte mills and for being exported to fonign coantrias 
•0 w to earn mueb-reqaired doBam. * 



(r) jte dfa it in « priotit ixw^ian, lienaiatn'nf ttw hm^^katpo/i^^ 
of IbodcftoSs nmtlreii !q IS40, tbme milHoa iont of fehod 
wortii Ba. 110 wiwM aliaoft all o^nr tbe woiid inoiiuilBg' 
couniriet ^ikn ArgeoliDa, the U.i^.A., Camdmt Italy^ TQ(|aE^» 
Knseia, Aostralb, Siam and Barma had to be imported. In 
1949 the is expected to import four mtQion tons valaed at about 
E8« wo efwm. 

(pi) Slowly but gradually indastrialization is gsdniii^ stfOB^ 
ia India aoud lar^r Tariety sod quantity of mtaafaotated.gecMil 
are being exported ;— 

Exporitfrom Mia 
(In croces of rupees) 



Foodstuffs 

Baw mateiisla 

Manufactures 

1049 

93 

67 

IB4 

1049 

.£3 

91. 

130 

1948 

80 

108 

230 


(otf) Lastly^ as eompared with, preowar years, direelton 
of tbS' trade of India shows a oonsidrtable obat^ Hie U. S. 
Stitt holds an important position in our exports and imports butt- 
the XJ S.A. is oatohing her up. Australist Pdlustan, Canada, Bumui 
and Egypt also occupy important positions in India’s trade sheet. 
There are great trading possibilities with Middle East eountijea, with, 
which India has already forged new links. Indian trade relatbna 
with countries in the Far East bare also a great fature. Once 
peaOB ia established in Indonesia, trade with it is bound to 
grow. 

It is a remarik:able thing to notice that our totid im^rt and 
export trade with non*empiTe countries is gradually coming near 
to our tvade with empire countries which is de«r fihim the 
fbttowing table :•» 

Trade. 


(fn orares of rupees). 



Expenis. 

Imports. 

Total, 

1946 

130 

90 

220 

1946 

134 

147 

281 

1948 

211 

209 

420 

Fonign-^ 

1945 

89 

161 

240 

1948 

144 

118 

260 

1940 

209 

2M 

465 


8. tBsaction of India’s Trade with CountiiM. By dinaetion of 
trade we mean the countries wl^ which India has taode'telaiticnM 
and the mardbandise she sells to them or buys from timm.i We mm 
«M% diriefo the trodd into Bci&b Empire oountrien and; iarrign 
eomtrioi so as Indht’s trade is ormcerned* It iowentiial 
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exports to Biftteh BmptrO exmotrios have boon ttendfl^ 
fwao 45% in ld09>14 to 65‘4%i o 194445. After the end of Worid’ 
War. II, towever, India’s exports have shown s iendenigr to bo 


equally divided between the British Empire 

Peremtoffe—Sxportt. 

and fomign eonntriei, 

% 

1909-14 

1988-39 1943-44 

1946 

1946 

1048 

Br. Em’^re 

41 

64 65 

60 

48 

60 

Fordgn 

69 

46 36 

Percentage—Importe 

40 

62 

60 

|Be. Empire 

70 

58 48 

37 

66 

46 

Foreign 

30 

43 62 

63 

34 

64 


A« tbe above table makes clear onr imports from British 
Ihoaidre cOnotries were as high as 70% in 1909-14. Since then they 
have also been falling, till in the laat year under report they are 
40% which Is less than Imports from foreign countries. Thus 
India is now depending for the snpply of her needs for capital 
goods to a larger extent on the U.P A., rrecboslovakia, Belgium and 
Japan, than on tbe U. K., and for her food graina on Burma, Pald8> 
tan, Argentina and Bnssia than on Canada and Australia. 

India's trade with some individual countries should form an 
intoesting study. 

(») India and the U.K. The U.K. has always been tbe pre- 
iBh»' ooontry in India’s trade sheet. She has always been heading 
India’s export list prior to the FS'rst World War, in the inter-war 
periods, as well as during World War TI. In the post-war yean, 
too, she tops the list in 1946-47 and 1947-48. 

On tbe import side tbe U K. has been losinc ground from 68% 
before 1914 to about 25% in the years of World War II and to 
20% in 194445. 

In the post-war years the’U.K. has recovered her position in 
the imports of India to about 3C%. This is due to the fact that 
India has a credit balance in Fngland in her sterling assets and 
utilises as much of it as she is allowed to. The following table 
makes tbe position of the U. K. in India’s trade dear:— 


Shabb or THB U. K. in Xnnia’s Taans. 


Period. 

Imports. 

Exports, 


% 

% 

1809-10 to 1013-14 

628 

28*1 

(average). 

1938-30 

30-6 

84*3 

1944 48 

200 

292 

194646 

26-8 

282 

104647 

80-1 

200 

1948 

8I*7 

M‘S 



^toie hae b«en ft p^roecttagei deolioe in Brit«ia*s abiitw 
in Indiana loreign tiftdft, the absolute amounts do not ehovr eo 
nouneed ft fall. In the last two years under review irr)|>ortB from 
th« U. K. aetually show an incarease over the war figures. It can 
be asserted that the U, It. is getting back its position as chief buyer 
of our goods and chief supplier to ,us. Machinery, mill w )rh: 
and machine tools are the biggest items amongst ihe U K/s export 
to India. The U. SI. also supplies ns with vehicles, c eo icals and 
drugs and dyes and colours. In retorn, India sends out jute 
goods, tea, hides and skins, gums and resins and oilseeds to the C.K. 

(tf) India and the The U.S.A. had not penetrated deep 

into the Indian market before the last World War. She supplied no 
more than 6% of India’s needs in 1938-39. While taking in about 
10% of Indian's enorts with the falling out of Japan and the Ckmt- 
inental mmntries of Europe during the war years, however, the tJ.SJl. 
greatly improved her position in India’s import sheet. Thus she 
sold to Indtia no less than 26% of her needs in 1944-45. This {losition 
has been maintained in 1948 when the 0. S. A. supplied India with 
lis. 107 orores worth of goods out of a total of Rs. 43) crotes and 
purohased no less than Rs. 98 orores of her needs from India. 

In spite of the fact that India’s commercial ties are still with 
the U.K., the U.S.A. is running a dose second to it in post-war y* ars. 
The U.S. market absorbs large quantities of raw jute rnd jute 
cloth, goat and lamb skins, lac, oaihew nuts and sandalwood The 
U.S.A. further purchases ali her requirements of cocoa-matting and 
coir-yam and ilminite from India. Indian tea, castor seeds and 
spices also find a miu-ket in the U.S.A. The position of no other 
commodity is as important in the Indian-American trade as that of 
jute and jute manufactures which form approximately 6t % of India's 
total exports to the U.S.A. The U.S A. is India’s leading customer 
in goat and kid skins taking in 36 to 40 per cent of total exports 
of these before the war. In 1946, the U. S. A. purchased 16 million 
worth of tea from India which is 60% of India’s total ex¬ 
ports of tea. The taIuo of cashew-nuts exported also came to 
16 million ddlars. 

The United States has now oome to be a principal supplier of 
maohine-toolft mining machinery and typewriters to India. Sfcte 
also sends gas-engines, tractors and oil-crushing and refining maohi- 
iiery. Another valuable category of American exports to tndia con¬ 
sists of automobiles, trucks, busses, chassis and parts. The 0.8 A 
UB^ to sell us large quantities of long-staple raw cotton ; now most 
of it comes from Egypt, Sudan and Kem a. Exports of medicinal and 
pharmsoeutioal preparations from the U.S.A. to India have increased 
trtnu $I| million in 1938 to 16| milliou in 1946. American toilet 
iweparations are also popular in India. Ninety per oent of India's, 
needs for flue oared t^ginia tobacco are supplied by the 0.8.4. 
Imports of this eonunodity have risen from about $ 2 million in 1938 
to 19'6 million in 1946. Another notable war-time increase is ^ be, 
found In foodstutfii, psitioularly dried and evaported milk and 
naHod liqiiom. 



Wf tmUN BOONOMiaS 

Lend46ftae tmde from lf^38 to 1946 wm on a. vast scate, amoiint* 
fug to no less than $,2*400 million or double the total value of goods 
imported from the U. S* A. from 1900 to 1938 ^ 

India baa aWaya enjoyed a favourable balance in its trade with 
the TJ.S.A. From 1^42-45 this export balance gave India a total 
oredit of 421 million dollars.^ After the war was ovefi this favourable 
balance has turned into an unfavourable one. From December 1947 
to November 1948 it came to no less than Rs. 44 crores One of the 
problems which India has to solve today is the soaroity of dollars 
tb meet the deficit m her trade with the U*S*A. Inaia has had 
to drew on the Internationfal Monetary Fund to the tune of $ 92 
million during the Jest year to meet this deficit. She is also trying 
to extend her trade to hard currency areas which only are in a 
position to satisfy India's need for machinery, machine-tools and 
plant. 

India’s desire to induatrialixe is a potent reason why India’s 
trade with the 0.S.A. should increase. India needs capital goods and 
taobnical assistance. The U.S.A. is in a position to t^upply agricultural 
and industrial machinery of excellent quality as well as lend services 
of experts and technicians. Once India can produce foodstuffs 
sufficient to satisfy her own needs, there is reason to believe that 
her balance of trade with the U.S.A. would equilibriate itself. 

fitt) India and Australia. (1) Primary Producer pre-war : (21 
War Manufacturer* 

Prior to 1939 Australia was considered a country of farmers and 
gold diggers Her exports consisted cf wheat, meat, wool, fruit 
and dairy products She depended mair ly on the TJ. K. for her needs 
ol manufrotured goods. The outbreak of war made the speeding 
up of manufaclmmg an urgent necessity. Under its impetus, such 
rapid progress towards industrialization was made that ail predictions 
were exceeded. This remartaUe progress was possible only be* 
cause of the existence in Australia of ample supplies fof raw 
material for most lines of nanufacture, together with efficient 
service, cheap sources of power and an army of workmen quickly 
adaptable to skilled trades. 

As a result Australia is now an mdu4rial country with great 
poteatiabties. India def^ires to industrialize herself. Australia can 
supply tecbnieal advice and cap tal equipment in various lines 8he 
can offer machinery for prooc-sing food and raw wool and for ihe 
manufacture of paper, plastics, plywood and leather ^ottda She is 
also in a p >6 tion to export agricuitural and road-making machinery 
and appliances which we urgently need. Machinery for making 
paints is also available. 

In return India has an assured market for oibseeds, shellac, 
mfxobalans, me^t skins, mica, spiees and jute manufactures. She 
oan also sell some oafcton. The Indian Trade Commissioner to 
Australia, Mr. Sakseria, however, opines that India will not be aMe 
^^totain her po<?5tion in cotton textiles in Australia^ Oreat 

I India's iga. ..o,,.,.,... 
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Britain and the D.S.A. wiU compete with her in thii direction in tha 
very near future. They produce not only piece goods but also, mual 
up-to-date machinery to make them. Australia, too, is meeting a rery 
substantiid proportion of her total demand for oottoU piece-goods, 
But for the fact that Japan is out of the picture, India would not 
hare a look in here. 

Trade relatione between India and Australia are clear Crom the 
table below- 

Trad* between India and Australia. (In lakhs of rupeesi 

1909-14 1938.39* 1943-44* 1945-46 1946-47* 1948 

average 

Exports 314 21^8 1.324 1,086 1,875 2^:8 

Imports 101 241 992 735 l.iHO 1,851 

It muld not be out of place to remark here that New Zealaud 
is in a position to supply large quantities of milk produois such a# 
dried milk and lactose to India. She oan also supplement Indian 
food bf exporting frozen meats. They are a very real neeessity at 
present as supplies of milk products especially are insufficient in 
India. India oan supply jute products, carpets and some industrial 
products. 

(tV) India and Canada. India and Canada are both primarily 
agricultural oountries. Both of tbem are making progress in indus¬ 
trial development rapidly but they do not enter into oompetitiou 
with each other ; on the other hand they oan supplement each other’s 
needs. Therefore, there is ample scope for au expansion of trade 
between India and Cimada in the future. The main items-of export 
from India to Canada are tea, jute products, goat and sheep skini, 
outs snob as pea-nuts, walnuts and cashew-nuts, vegetable oils, 
lentils, pulses and apices, carpets, namdas and brasswaro. 

Canada in return has been exporting some wheat and fadtory 
eqaqiment induding cream-separators, churns, wood and raetai 
working machinery, agricultural equipment, e. g., ploughs, ttil.B^ 
machines, inolnding generators and transformers. 

India has been supplying ao ne oottou textiles to Gauadt at 
wdl since the eliminaiioc of Japan from the textile market. The 
Trade Commissioner in Canada reported that India has a ehanoe df 
retaining this market. 

During the year 1944 the total value of Inio-Canadian txud* 
reached the record figure of f 202 million, 19 times more than la 
the year 1934. As the result of this spectacular expansion, India 
occupied the third position in the order of importauee both as a 
seller and a buyer of Oanadiaa goods. 

The balance of trade which used to be favourable to India in 

* PiguoMi takSA from tbs aocounts of sea-borne trade of India, 
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pre*w«r Mnw (t4 wm 4 : I ia (avow of ladia ia 193$) wM almoA 
1; 7 10 1944 ftg'^ioat H. War (>dia;i over a good mao? of the articles 
whiuh were oeiog exported to India for military purpoeea have 
dropped oat and we sea that the halaaoo of trade m the last year 
Ooder report has slightly turaed in favoar of India. Obvioaeljr, 
however, the total am ) 0 Qt of trade has not tended to deorease moch; 
exports from India have actually inoreaaed. 

Tradi between India and Canada. (In laJkha of mpees^ 
1938.39 194243 1948 

Imports 92 S53 738 

Exports 214 391 900 

(e) India and the Middle Bait. Trade between India and the 
lliddle East couatries has been in existence for oentnries, bat it 
grew very mnoh more important daring the last world war. These 
oountries could not obtain their normal supplies from Europe and 
Japan, hence they had to look to India to satisfy their needs. India 
would have done even better but for adequate means of transport. 

E^ypt, Turkey and the Sudan are prinoipal buyers of our jute 
tnanutactures. 

Cotton piece-goods have played a prominent part in the Indian 
export trade to the Middle East dnri^ and after the last world 
war. Tbe total value of these exports increased from about Bs. 31 
lakhs in l938-t9 to over Es. 10 crores in 194243. Since then exports 
of octton piece-goods, yarn and twist have kept up. 

Of course these countries do not buy as much tea as the U.K. or 
Canada, but this market is not a negligiole one and absorbs about 
Rs 3 orores worth of tea in a year. It needs looking after. 

Indian tobacco could be made popular if it were properly pau:k. 
ed and graded. 

Before tbe war India purchased her mineral oils mainiy from 
Burma (48%), Bahrein (11%), Java (13%) and the U. 8. A. (2%). 
When the Indies and Surmi were lost to Japan, India had to depend 
for her mineral oils on Iran and Bahrein. In 194243, India purchased 

28 crores worth of oil from these two sooroes. In 1944-45, India 
pu-chased no less than Bs. 49 crores worth of oil from Iran and 
sold only Bs. 3 crores worth of goods in return. In 194647, Indian 
impel ts from Iran came to Bs. 25 crores while her exports in the 
same period were again only Bs. 3 crores. 

(m) India and Paldntan. What was internal trade in Cnited 
India has become external trade between the two Dominions. Pakis* 
tm IS largely agricuboral while India is more industrial. Pakistan 
has a oousiderable tmtplus of raw jute, raw cotton and wheat. India, 
on other band, can supply considerable quantities of textibs, 
sug tr, steel and other manufactured goods. Accordingly in Way 
1948 a oomprehensive treaty was drawn up between the two Domin¬ 
ions along these iines at ELaiadii. This tieaty has to run np to Slst 
ingost, 1949. 



fmm m tmu m 

Afl to oottoA «i|d oottoQ lextUa«« toaaatoil<mii weto flnik staAa 
m aooonlaaae wito itts ratio of 20 bates of JPaktetaa oottoa to 12 
bales of indiaa olotbaiod yarn fixed by tbe Siarob Agreemeot. 
the terms of tW geoerat agreemeat of May, a loQg>raDge exohaoge 
agreeotoat for tbe supply of 650,000 bales of cotton to India oy 
Pakistan for 400,0tX> bales of Moth from India oame into force from 
September, 19to, lor one year up to August, 31, IMP. 

* 

Tbe Karaobi Agreement of May set down the quantities of each 
oommodity wiuoh eaob Dominion undertook to make arailabte to 
the other between July 1,1948 and June 30, lb49, in all oases except 
that of raw cotton and cotton textiles and food grains for wbiMi 
the one-year period is to end on August 31, 1949. It was also 
agreed that imported goods whioh bad been shipped aud paid for In 
either dominion before December 31, 1947, out of the undivided 
exchange aooount will be allowed to be re-exporied to the other 
dominion whenerer it was established that the goods were originally 
intended lor consumption in that dominion, upplies were ganerMly 
to be made through ordinary commercial channels, except being 
subject to the usual controls for import or export if any. Both 
the domi^nions agreed not to re-export any commodity imported 
from the other dominion. India on her part was to limit her export 
of raw jute to 900,000 bales of the usual Indian varieties. The 
ooiitrolled goods were to be supplied at the controlled price in the 
dominion concerned. India took upoa herself to supply to Pakistan 
lC3,000 tons of coal (160,uO) tons firm) per month, 16,000 tons td 
steel aud scrap plus 6,000 tons of corrugated iron sheets, and 4,00(1 
tons of pig iron, 6,000 tons of paper, 1,600 lods of board, 270 t<»» 
of hydrocblorio acid, 200 tons of nitric acid, 800 tons of magnesium 
sulphate, 2,600 tons of asbestos sheet, 2,600 tons of paints, euamelt 
and vainuhes, 60,000 tons of jute manufactures, 2,000 tons of 
myrobalams, 11,00,0<X> lbs. of woollen and worsted goods, 20,000 tons 
ol mustard oil, 6,000 tons of groundnut oil, 22,0W tons of soaps 
(toilet) and 7,00,(KX> lbs. of tobacco (flue-oared). Besides, ln(^ 
agreed to supply leather and foot-wear up to the amount denuuodcd 
by Pakistan, if Pakistan on her part sent sufficient quantity of raw 
hides and skins. On her part Pakistan agreed to s^ply to India SO 
lakh bales ol raw jute, 30 lakh pieces of oov and buffalow hides, l5 
lakh pieces of skins, 20 lakh mds. of rook salt, 6,000 tons of potassium 
nitrate and 560 heads ol oattle. In addition, Pakistan undertook to 
try to supply 1,000 tons of gypsum per day and a totol of 10,000 tons 
of soda ash, if possible. 

On February 27,1948, (government of India declared Pakiri^ 
to be a foreign country for the purpose of levying oustoms with 
effect from March 1, 1948. In contravention to the terms of agree¬ 
ment at the time of partition,' Pakistan olaimed a share of export 
duty on jute oolteoted at Oaloutta. For this reason Gfovernnient of 
Ind^ sras oonstnained to declare Paktetan ss (KMintty 

|piu|M8eB bf export and import duty'. 



m jmsm wommm 

(v0) ImdU »n4 Lands of (A« Far Mast. India baa always had 
some daaiiniga with these lands. The ^gregate trade is ^preoiable. 
bat trade with Individual countries, except with Japan, Burma ahd 
Oejdon, is nnt much. Figures for 193^39, a preewar year, give a 
better idea of the trade with these countries than for any later 
jWre- 

Trade wUh Far East in 1938-39 (In crores of rupees) 



Exports 

Imports 

Balance 

Burma 

10 

24-3 

—14*3 

China 

2-2 

1*7 

-fO’6 

Japan 

146 

16-4 

— 0-8 

O^lon 

S 

1-0 

■+-4-0 

Malaya 

2-4 

41 

—1*7 

Indonesia, Indo-] ; 



china, Thailand, 

V - 



Formosa, Philip 

f 

* 



pines, etc. 

j 3'9 

2*5 

-1-1-4 

Total:— 

-+•38 

49 

—11 


Only witih Oeylon have we got a favourable balance worth 
oonsideratton — not with any other country. India’s trade witii 
l^uma has been always unfavourable, being Bs. lo crores against us 
in 1937o38, in 1938-39 Bs. 14 crores, in 1939 40 Bs. 18 crores, in 
1840-41 Bs. 11 crores and in 1941 42, Bs. 10 5 crores During the 
war years there was no trade with Burma. In 1946-47, the b^anoe 
trade was favourable to u? by Bs. 4 crores, but after the parti- 
tton, from December 1947 to November 1 48 it was unfavourable by 
tito same amount. We import rice, mineral oil and teak-wood 
firom Burma, and export in return manufactured goods like textiles, 
sugar, papw, gunny bags and oilman stores. 

We used to import textiles and other consumer goods of all 
kinds from Japan, giving her mainly raw cotton, pig iron, 
manganese ore, mica, castor seeds and other industrial raw materials 
in exchange. In post-war years the economic life and trade of 
Japan have been under control of SOAP (Supreme Com'uander of 
Allied Powers). Her exports and imports are severely regulate 1. In 
April 1948, a Japanese Trade Delegation headed by Mr, W. B. Eatcm 
arrived in India. Later, a Sterling Area Agreement was arrived at 
between Japan and five Commonwealth countries including India. 
India undertook to import $ 26’d million worth of goods suoh as 
machinory, cottons and woollens, 'ferro-alloys, bicycles, sewing 
maohmes, electrical goods and bobbins and spindles against raw 
ootten, wool, iron ore, mica, manganese, coal and shellac. 

llmerioa does not want Japan to be a source of military danger 
s^ia ; hence the strictness with which Japan’s rise to eoonomio 
greatoess is controlled. For the nsxt few years Japan can wdD be 
oonsidered out of the field of competitioo with ludia and the West- 

The United Nations’ Scoaomio Oommissiam finr Ada and tie 
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Fmr {JL 0* A* I*. B*) hm met a ntimbe? of iSmm. U met at 
Ooty 10 Jfiiii© 1648 and pointed out that the eoooomy of tha 
oountries had devalopod in a lop-sidad manner. Boanomioatty 
otherwifie India oocnpied a pivotal position ampngat them. This 
area ifl rich in natural resources both agricultural and mineral; 
it produced 62% of the world rioe, 96% of tea S8% of 
cane-sugar. India is making strenuous efforts to develop industrially* 
She has built up a good many factory industries already. As Japan 
is not in the field yet, India can supply most ol the needs of these 
countries in the way of consumer goods. They in return can enpply 
her with a good many raw materials. Consequently Indians trade 
relations with this part of the world in future are bound to be very 
intimate. 

9* Direction of Trade in Commodiliea* (d) Exporia, We shaB 
now discufs the destination of some important commodities exported 
from India. ^ 

(t) TheU,K. is India's best oustoraer of jute, taking about 
Rs. 4 crores worth in 1945*46. The U.8.A. is the second best consumer 
purchasing Re 3 crores of raw jute. Rest of the jute exports go to 
various countries scattered all over the world. 

These consist of twist and yarn, gunny bags and hessian and are 
sent to the 0.8.A , the U. K,, Australia, Argentina, Egypt and other 
agricultural countries. We are the largest producers of jute manu* 
factuies. Since the partition of India we are dependent for three* 
fourths of our supp’y of raw jute on Pakistan. Iti 1948*49, Pakistan 
agreed to supply 6 million bales of raw jute to India. The supplies 
have not been coming regularly. Hence Indian jute mills (there is 
not a single jute mill in Pakistan) cften feel nervous as the stocks 
go lower. The Government of India is making experiments in the 
production of jute in South India. India has exported a record 
amount c f jute manufactures in 1948 in order to pay for her increased 
imports of food grains and capital goods from aWad. 

Export of Jute (In lakhs of rupees) 

1943*44 1944-45 1046*40 194^*47 1047 * 4 $ 

Rawjtit© ... 8'^3 750 1,5S4 K904 1S6S 

Jute manufactures ... 4,947 6,043 6,953 7,067 140 40 

(it) Colton mw and wmte. India exported Rs. 16 eroresworili 
of raw cotton in 1S4546. In post-partition years, it is difficult for 
India to maintain exports of cotton as large areas producing long^ 
staple cotton have been transfirred to Pakistan, India, thereforci 
has had to import large quantities of raw cotton from Egypt, the 
Sudan, Kenya and Pakistan, Pakistan undertook to export 
^ lakh bales of raw cotton to India in 1948*49 against 8,28 
thousands in 1947-48. India can now supply only short staple 
cotton. Her customers in this line are the U.K., Japan, Italy, etc* 
(Hi) Cation Ymm and Manufactufee. The^ year 1942-43 was 
the best so far as exports of cotton manufactures tare conceitK^d. - In 
this year India sold no le^ than Rs. 4,687 lakhs worth of piece* 
goods, Since then the values of cloth exported have been declic^g, 
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la 1945*46, oaine to Bs. 3,280 lakhs only. Oar best castomem 
are the Middle East eoantries. East Africa, Austridia and Ceyloa. 


BaeporU (Tn lakhs of rapees) 

1943-44 1914-45 HiS.'S T915.47 IBlT-tS 
Raw oottf>n ... 740 770 l.S’O 2,'’‘5tl s.sio 

Cotton manufsctme* ... 4,262 3,760 ' ,2g0 2.”42 3.600 

■4 

(i^) Tm* Tea is one of our best earners and has been mam- 
taming itself In war and post war years. India produeoa black tea. 
At the moment ber only other competitor is Ceylon, as fndunesia is 
still in the throes of war. Green tea from China and Japan is bemg 
steadily ousted. For those who drink black tea for a year contio- 
oously, green tea becomes insipid. This is why it is expected that 
exports of Indian tea will maintain themselves. 

The tJ. K, is our biggett customer, absorbing two-thirds of our 
totsil thipments. The U. S. A. is the second best customer. Exports 
of tea to Canada also have improved. Auptrali i is another good 
customer, purchasing about Rs. 2 crores worth in a year. 

Exports of Tia (In lakhs of rupees) 

194*1-44 1944-45 1945-46 1046-17 1047-48 
T«^a ... 3,785 S.812 8.552 3,853 5.324 

(») OiUeteis, Oil seeds were subjected to severe restrictions 
in war years. There was relaxation of controls in 1945 4(1 and the 
exports rose to Es. 1,451 lakh‘=^. Out of all the varieties^, exports of 
ground nuts are the largest. The U K. is our best customer. Our 
other customers are Australia, Prance, etc., who also purchase large 
quantities of seeds from us. 

Exports of Oil-seeds (In lakhs of rupees) 

»94‘M4 1944-45 1945-46 1946-47 19J7-48 
OiUs^odB ... 11,15 10,53 14,51 0,45 10.56 

(vi) Tobacco, Ind^a possesses in tobacco a source of crnsider- 
able wealth. Smoking is increasing all over the world. The value 
of our exnort of raw and manufactured tobacco came to Rs. 666 
lakh^ in 1946. Considfrabla research is being sponsored by the 
Gwernment and the Indian Central Tobacco Committee in South 
India. The U.K, has always been the best market for Indian 
tobacco. Due to dollar shortage the U. K.. will purchase larger 
quantities of Indian tobacco in the future. 


(vii) Hides and SkinSo India exported Rs. 1,148 lakhs worth 
of skins in 1945 46, Of these raw hides were valued at Hs. 6 crores. 
The bulk of the shipment go to the O, K, and the U.S.A, There is 
a rising overseas demand for tanned skins and wa can [look to 
Continental countries too for custom. 

Exports of Bides S Skins (In lakhs of rupees) 


Hides and Skina, raw and 
tanned 


1943-44 1944-45 1945-46 1946^47 1947-48 


829 


851 


820 


1|148 
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(B) ImporU. L«t tis no^ disoasa goods Imported into tadie. 
The following table tells us the values of a few sdeoted items amo^g 
our imports for various years 

Importa of some selected goods (In lakhs of rupees) 


Commodity 

ltl43.44 

1944.45 

1945.46 

1946*47 

1947*48 

f 1. Ff'od grains 

81 

809 

9*9 

1,710 

5,390 

} 2* TJquo 8 

125 

108 

179 

267 

91 

(S TobhOfo 

160 

290 

391 

338 

316 

fl. Oils 

S.648 

8*070 

79^8 

8,f^9l 

3,435 

3 2* Row cotton. 

1.763 

2,40i 

2.287 

2,430 

4,377 

(3. Wool 

402 

201 

3<<9 

269 

273 

Obemioals Si ) 

(209 

J287 

(364 

1,369 

2,486 

medioinrs ) 

(497 

(688 

(605 



2* Cptlery & instruments 

277 

369 

641 

1,142 

1,370 

3. Oves and colours 

829 

792 

1,141 

1,198 

1,829 

4. Klectricftl goods,.. 

153 

201 

449 

676 

049 

5. MachtOfry 

I.IHO 

1,630 

2,269 

3,165 

7,511 

6 Iron and steel goods 

2(»2 

3“>6 

f>65 

4a9 

1,170 


196 

291 

578 

980 

979 

8 Wchicles 

127 

4*16 

60 > 

1,772 

2,869 

D Cotton manufactures. 

133 

164 

185 

H97 

1 29S 

10. Woollen manufact urea. 

45 

105 

300 

654 

638 


The inrip* rt trade of the Dominion of India in private merohan* 
dibe reached a record height of Hs, 429 cron sin the last 12 mnntbs 
fur which figures are awadahle (Daeember, 1947 to November, 194S). 
This upward trend in imports is mainly attributable to the urgent 
need of food and capital goods in the oountry. It is seen that 
imports of oils have gone down to Rs. 34 orores during this year 
from Rb. 80 crores in 1944 4‘', but still they are a fairly heavy item. 
Other important items of imports are food grains about Rs. 64 crores, 
raw cotton about Rs. 44 crores, machinery Rs. 76 crores, chemicals 
and medicines about Rs. 25 crores, motor vehicles over Rs. 28 orores 
and dyes and colours over Rs. 18 crores. 

The bulk of receipts of fuel oils and lubricating oils are from Iran. 
India does not import much animal oil. Ceylon is oor eouroe of 
vegetable oils valued at about a crore of rupees. The V K. and 
the U.S A. were our main sources for all kinds of machinery, textile 
electrical and metal working. In fact our needs in most manufac¬ 
tured goods are supplied by these two countries. 

As regards food grains, India has been going with a sort of 
begging bowl to almost all over the world. The U.S.A., Argentina, 
Canada, Australia, Pakistan, Turkey, Egypt, Russia, Burma and 
even Italy contributed their quota to satisfy the heavy needs of 
India in the way of food grains. 

Imports of raw cotton from abroad have shot up to a little leas 
than 1^. 44 crores in the last hS months under review which is 
practically double of the imports in 1945-46. This is due to 
PayBtan having taken away territories which specialized in better 
siaides. India has had, therefore, to import her needs of cotton 
from Pakistan, Egypt, Kenva Colony, Tanganyika territoiy and 
Sudan. 
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(Mhw oonatrias liks Australia, Canada, Switzerland, Franoe, 
Czeehoslovakia and J»pan also contributed their share in manu* 
factored goods to satisfy the needs of India. 

iO. Hie Balance of Trade. India's balance of trade in years 
prior to the Second World War was almost always favourable. In 
the depression years starting with 1931, the balance gradually grew 
less faroarable. India then started exporting gold to make good 
the deficiency. The urgent reason for the balance to be favourable 
in these years was that India had to meet certain charges known as 
“Homo Charges”. The following table shows the varying amount of 
Home Charges in different years : 

Home Chargee in aome Yeara. 


(Bate of exchange till 1920 was i«. 4d. to 1 Be. 


Between 1920 and 1927 — 2*.^to 1 Re. 
After 1927 =- la. fid. to 1 Re). 


Average 


In crorea of t 

1909-14 


29-6 

1919 24 

* • • 

356 

1929-30 


42-1 

1932-33 


39-4 

1935.36 

• • 0 

381 

1938-39 

• « • 

328 


As the table shows, it is a pretty large amount which India had 
to pay by way of Home Charges to England. If India could not 
earn a favourable balanc; on her trade in private merchandise in 
any year she had to make up the dififerenoe by exporting gold. 
Prom 1931-32 to 1939-40 India had to export gold to the tune of no 
leas than Rs 362 orores to make good the fall in the value of her 
exports. The sale of gold by the people of India who were in distress 
and lived upon their capital providentially came to the rescue of 
India’s foreign trade and gave funds to the Government to meet 
their obligations of Home Charges abroad. 

Home Chargee. After all what are those charges which dominated 
the Indian Government’s policy in regard to finance and exchange 
in tbe past f Payments were due from India to the U. K. every 
year. To,,make these payments India had to have a iavourable 
balance of trade. These payments were often oritioized as ‘a drain 
of wealth’, a sort of tribute paid by India to England on acoount of 
her political snbjeotion. The drain theory would have been quite 
correot if India had received nothing in the way of material 
wealth or immaterial services in retirrn. Let us examiue each of 
the items usually included under Home Charges and find out bow 
far Hie criticism was right. 

(a) InkreH on loans mtsed in England to finan^ raU^y and 
irrigation aehemea. When these loans were ratsed thwe was not 
enough capital in India to satisfy Government requirements. The 
positioiiub of 000 X 88 , different now. Secondly, Hie rates of interait 
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in London were ninch lower than tn India* All oountricss in the 
world that etarted late on the road of industrialiscfttion and stood in 
need of capital to finance big schemes went to London in those 
days to boi row money. India was in a more favourable situation 
as compared with other countries as she was a part of the British 
tmpue and could get money at lower rates. Some Indian economists 
cfaaige the Government with the misuse of the money borrowed. 
But that is a difierent story altogether, individual householders 
muke mistakes in spending their hard-earned earnings. Properly 
managed, the loans borrowed might have given India a few more 
males ol railway lines or canals. But that is anout all the blame 
that attaches to the Government in this matter and the 
eaipenditure can in no case be styled a “drain**. 

(6) Government stores charged against revenue. Since the inoep* 
lion of the Indian Munitions Board, later merged into the imperial 
Bepaitment oi Industry and Commerce, Government stores have 
been purchased in India as far as possible, but still a good deal of 
expenditure had to be incurred in England. 

(c) Leave and furlough allowances, pensions and gratuities of all 
hinds *and the coat of maintaining the Commissioner for India in 
London and the India Ojfice. Pensions and gratuities were paid to 
British civil servants working in India and earned by them. The 
question of Indianization was no doubt in the forefront and more 
and more Indiana were being employed, but still there was a large 
number of huropeons working in India and they had to be paid, 
it has teen said that unneoessanly high salaries and emoluments 
are paid to the foreigners. With indians carrying on the work of 
administration the civil salary bill would have been comparatively 
much lighter. \V hat is more, what the Indiana would have earned 
would have remained in India with their experience. As it was, 
both wtie a loss to India. 

(d) Military and Marine Charges. The British army in India 
Vi?a8 cuticiSRtd on two grounds. It was asserted that it was too large 
for the defence needs of India. If it was meant more for Imperial 
purposes than the defence of India, a portion of its cost should have 
been borne by tbe U K. In the year 1934-36, this was agreed to 
by the British Government in principle and they started contribu¬ 
ting tv^o ciore« cf rupees a year to tlie maintenance of the army in 
India Till April 1938, india contributed £100,000 annually to the 
British Exchequer for naval protection. Since then this contribu^ 
tion from India was given up on condition that India maintiedned 
SIX sea-going armed escort vessels. 

The second ground on which the army expenditure was criticis¬ 
ed was that a British soldier was more oot^tly to keep than an Indian 
soldier ; therefore, British army units should be replaced by Indian 
units. The achievements of the Indian armies in North Africa^ 
Italy wd Burma in this war proved tha4 the Indian soldier m a 
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li fs • matter for ooDgntuIation, however, that doe to enon&oue 
purohaira mode by the British Government in India during 
this war, alt our sterling debt bai been repatriated. From being a 
debtor country India has suddenly become a creditor country. 

A vast accumulation of sterling assets stood to India's credit in 
I/}ndon. The family pensions and provident funds of the Britishers 
who were in services in this country in February 1&43, were capital* 
ized. Toe railway annuities were also capitalized and 14 orores 
which were paid only on account of interest doe on loans borrowed 
have been wiped ofi. 

In addition to the four items enumerated above which oonsti. 
luted Home Charges, India had to make some other payments too. 
For instance, (i) a good deal of private foreign capital was invested 
in India, the interest and profits of which went out of the country 
every year. As discussed elsewhere, foreign capital is no douot 
beneficial in some respects, but also brings in its train a long chain 
of evils. A good deal of our excess ot exports over imports was 
accounted for by this item, (w) in addition, the services of foreign 
shippers, bankers and commiss on agents had to be paid for. 
India still does not possess an Exchange Bank of its own, hence all 
earnings in this connection go out of the country. Besides these, 
large premiums and commissions have to be paid to the forei gn 
insurance companies working in India. 

Considering the pros and cons as discussed above the idea that 
Hornet barges were a “drain of wealth” or a '‘tribute” from a 
subject oountrj to her overlord is ridiculous. All the same, it will have 
to be admitted that there were genuine grounds for complaint wbieb 
should have been remedied. 

During the war years we have paid oflF our loans, funded our 
railway annuities as well as furlough allowances and pensions, and 
have thus wiped ofiF our debt and emerged a creditor country io the 
tune of £1,000 million. This position ts having a far-reaching In¬ 
fluence on the trade of India as discussed elsewhere. 

11. The ‘Entrepot’ Trade of India. India is very oonvenient* 
iy situated for trade between the West and the Fast. Goods from 
Chine, the East Indies and Ceylon find a convenient halting p lace on 
their way to Europe, fcimilarly, the goods from Europe are distri¬ 
buted from Indian ports. 

There are countries like Tibet, Nepal and Afghanistan thet hav« 
no seaboard of their own. Their exports Imports also pass 
through India. Wool and skins from across those oonntries flow 
through Lahaul and Kulu Valley into India and are sent to the 
U.K,, and the U.S, A. In return textiles, sugar, tea, spioee, etc. of 
foreign origin are taken in across India. ** 

Indian re-exports went on increasing up to 1923-24 an d 
then oonsistently fell till 1933 34. Gradually they have improved 
again. The following table gives an idea of the wr panffinn in 4ha 

loot few years t ^ 
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BS’WXPOBTS (in <»’ores of rapsm) 


192.).21 

18 

1944*45 *«• 

17 

1B31.32 

3 

194o*46 ••• ••• 

24 

1939-40 

1942-43 

10 

... 7 

1946-47 .. 

23 

There does 

not seem to be much of a future for 

India' 


mirepoi trade, as every country wants to have direct bilateral 
relations or quota arrangements with others* Only those countries 
which are beyond the frontiers of India and are without access to the 
sea will use India as a passage for their exports and imports. Re* 
cently an Indo-Afghanistan trade treaty has been signed on a bila* 
teral basis* This will result in exchanging the special products of 
this country with those of Afghanistan* 

A brief study of the trade of India with Afghanistan could be of 
interest* Afghanistan has no sea frontier* India is her natural 
mtrepot The value of her trade with India for some years is 
given below 

Average per annum from 1900 to 1905 Bs* 1,30 lakhs 

1937*38 Es.5,87 „ 

1941*42 Rs. 9,62 

During the war years after the declaration of war by Japan, 
India could not fill the gap left by that country in the trade with 
Afghanistan. Although trade fell, still Indian exports to Afghanis* 
tan actually increased, India exports cotton, tea, leather goods, 
scientific instruments, rubber goods, sugar, silk manufactures and 
livestodk to Afghanistan and in return buys mainly fruits, nuts, 
vegetables, skins and furs, spices and wool. There is much scope 
for expansion of trade with Afghanistan The land frontier of India 
has been very greatly extended since the partition of the country 
into two Dominions. India is exporting a very large number of 
manufactured goods to Pakistan and is getting in exchange primary 
commodities like cotton, jute, wheat, salt and gypsum. 

Customs postshave been established between the two Dominions 
but so far no figures of the laud trade between the new countries 
are available. There is thus a great paucity of data regarding 
trade across the land frontier. It must be emphasised, however, 
that the future of our land frontier trade is bound up with the future 
of trade in general. India needs markets for her goods. A better 
understanding with Pakistan is, therefore, of great importance to 
this country, A fostering of harmonious economic relations with 
neighbouring countries is most desirable, 

12. Trade Today : Hit Emerging Pattern. The foreign export 
trade of India should not uuneosssarUy distract our attention ftom 
, Imr internal trade which in the long run is of fundamental importance 
iicA Oilif ^in tbn point of view of Indian consniaefa, bnl idm 
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ftota th« point of view of fndiutriaJ devdopment in the fiitm« 
‘*]ndi» has in her all the latent reaooroes of raw materiala, oS power 
and hnnan ekill to make her a great indwtrial country. To devetep 
her own indoetries to the fullest possible extent is the natural amd 
proper ambition of all patriotic Indians." For this purpose the 
natmnal Government will have to protect and subsidize key indus¬ 
tries, like shipping, food, mining and heavy chemical industries. 
During war years, the Government of India definitely p omised to 
help industries with a bright future in every way. 

A Consultative Committee of Economists was establlriied in 
1941 to make recommendations on India’s post-war trade policy It 
held several meetings and made some useful suggestions. The con* 
sensiu of opinion in the last meeting was in favour of a multilateral 
trading system with suitable provisions for the development of 
Indian industries ; failing which bilateral agreements, mainly with 
countries of the sterling bloc, wore favoured. The war taught 
us that an industrially weak India is not a world asset, but a 
liability and that India, not properly equipped, is as much a menace 
intern^ly as a menace to world peace. 

At the close of hostilities in 1945, various big Indian indutdrial 
magnates, includinK Messrs. Biria, Shroff and Tata, paid visits to 
the U.K. and the U.S.A. to arrange purchases of capital goods for 
Indian industry. Mr. Ardeshir Dalai, the Planning Member of the 
Government of India, also visited these countries with the same 
oWjeot. it was found that the United Kingdom was not in a posi¬ 
tion to supply India’s needs in this respect to any extent for at 
least two years to come. Only the U.S.A could do so but she wanted 
to be paid in dollars. India bad no dollars to her credit. She, how¬ 
ever, owned about Rs. 1 ,.'i00 crores of sterling bonds. Hence, her 
most urgent need was to have a fair portion of these sterling 
balances, say Rs. 100 crores worth a year, converted into dollars to 
enable her to buy capital goods in the U.S.A, 

India has had to face large deficits in balance of payments 
against her foreign trade. The deficits would have been substantial¬ 
ly greater if a restrictive import policy had not been adopted. De- 
prived of both oonsumer and producer goods daring the war period, 
India had to make up large arrears. A much more important reason 
h 18 cropped up in the import of food grains in huge quantities. 
India had been regularly importing food grains froin abroad since 
the separation of Burma, but recently the quantities and prices 
have been going up. The figures of the value of food grains 
imported during the last few years are as follows 


1944-45 

1915.46 

1046-47 

1947- 48 

1948- 49 


Rs. 14 crores 
Rs. 24 
Rs. 89 „ 

Rs 110 „ 
Rs. 130 „ 


approximately. 


1. A further As 18 crores were epent on suppUnneatety food 
artioiss, 
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O^r trade policy in the future should be to uMlk© our raw 
materials for induBtrial purposes in the country. Wear© not in a 
position to export raw jute aod raw cotton now. Of the 
former we can hardly get enough from Pakistm for the consumption 
of our own mills. As time passed, Pakistan would try to set up 
her own jute mills and consume some raw jute herself, and export 
the test to the best paying markets. At the moment she has no 
mlUs and her exports through Chittagong are limited duo to its 
lack of capacity. Hence a good deal of Pakistan jut© must flow 
through Calcutta. 

As a consequence the improvement in the composition of our 
trade will depend on our building up the necessary heavy goods 
industries. We have established contacts with Middle East ooun* 
tries through exports of textiles. We can maintain them or even 
enlarge them. But we must bear in mind all the time that our 
exporta ate meant mainly for the purpose of getting necessary 
capital goods from abroad. At the same time we have to control 
imports into the country with a view to protecting national interests. 
During the last year and a half the Government of India has been 
Itherahxing or contracting import licences according to the needs of 
the country, 

India has been transformed into a creditor country from 
being a debtor country. She has wiped off her sterling debt of £332 
million and has thus saved herself from the payment of 14 
crores of interest annually. On the other hand, as the sterling 
assets standing to India’s credit in England cannot be changed into 
dollars which she needs to purchase goods from hard currency noun* 
tries, India has bad to borrow £92 million from the I.M.F. to pay 
off her deficit. She has also had to ask for a loan of Rs. 150 crores 
from the I, B, to finance her long-term agricultural and transport 
projects. 

With tbe help of these loans, it is believed, India, within three 
to five years will b© in a position to do without imports of food grains 
from abroad. She will thus be able to balance her payments easily, 
lor it is seen that her balance is unfavourable by less than the 
value of food grains itr^ports. 

Besides, India is now free to mould her trade policies as she 
pleases within the commitments she has made to the International 
Trade Organization at Havana. Accordingly she has entered into 
a number of bilateral, trade treaties with a large number of 
oountiies includ ng France, Czechoslovakia, Japan, USA, Egypt, 
Australia, Pakistan, Germany, Iran, Afghanistan, etc. The general 
trend of these treaties or other pacts is to import heavy capital 
goods and food‘^tuff8 and to export in return jute, tea, mica, 
inanganeee, oilseeds, hides and skins or oonsumer goods it needed 
or Available, 

There Is no barm if India's balance of visible trade Is unfavour¬ 
able for a few years provided she gets all tbe plant and equinment 
idue needs from wblohever source they are available, India's 
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ob]«otiiF« Blionld fw to attoio national self-Boffioionojr as eatijr as 
pOBe>iUe so M to omplpy her men and foatorisl to the ma^imain 
oapaoity and thus raise her atandiod of Uving. Ihiese derelopmmito 
will have far-readiing resnlts ; put a stop to the SnoreasiQg nombezs 
as well as kill discontent and obeok the eTer-adwanoing wares of 
Communism. 

fCising living standards will naturally affeot the rolnme 
and oontents of onr trade, We shall need oapital goods all the 
more and may hare to import them from T7 R., U.S.A., Oaecbo* 
Slovakia and even the U.S.S.B., as Germany and japan are still ont 
of the picture. There will also be inoreasing imports of oonsnmer 
goods, fespeoially lurnry goods. Both imports and exports will 
increase. Exports of industrial and raw materials will decrease and 
those of li^t consumer goods will take their place. In the re> 
verse direction imports of primary commodities and industrial raw 
materials into IndU will increase. A carefully planned traule is 
called for in these oircumstanoes. 

We may then conclude that the onix of the problem is that onr 
balance of trade with hard oorrenoy areas is unfavourable and that 
there is scarcity of dollars. In order to solve this problem India 
has concluded many new trade agreements and is negotiating some 
more. For the same reason trade eontrols are being continued in 
India Export and Import Advisory Councils have been appointed, 
and trade delegations have been sent abroad and those from other 
countries being received here. 

13. India and the International Trada Organization. After 
the war of 1914-18, the peaoe>mab:er8 saw no need for economic 
cooperation on an international basis. It was expected that nations 
would return to the gold standard and the “old normal” conditions. 
It proved a chimera, an impossible dream. Luckily it has been 
realised today that the world would slip back into the chaos of 
competitive controls and restrictions unless the major countries 
}oin^ hands together to stop this tendency. Before the war of 
1939-4i there was no free world markets. National economio’sysbmu 
had sprung into existence and a policy of protectionism and restric¬ 
tive fiscal autonomy made trading conditions preoarions. Gor^- 
ments interfered with international transactioos and resorted to 
discrimination. Kow joint action is felt to be an argent necessity to 
prevent world trade from being restricted as it was in the *thirtieau 
It is seen that most nations have common fears, problems and 
desires. Such problems can be solved only by common action and 
are proper sabjeots for international collaboration. 

The idea of international collaboration has been in the field for 
along time. It was embodied in the Atlantic Charter in 1941. 
It found ezpremion in the Mutual Aid Agreements in 1942, and the 
Bretton Woods Agyeements in 1944 It led to a renewal of the 
IVad^ Agreements Aot in 1946 and the Anglo-Ameritmn Financial 
Agreement in 1946. It gave birth to the International Trade Orga- 
aimtiQn whitii held its first meetit^ at Genera in 1947 and ite 
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i#eoiid {6S nhtiom were represented) m% Uwrm% In 

March, 1948 Out of the 68 conntriee, 63 actually signed the 
Charter of the t. T. 0. India was one of the sl£rnatortas» 

Briefly rpeaking, the Committee has considered the work of 
various sub.commit tees (six in number) and arrived at the following 
eonolustons over the vanV us issues involved : 

(1) Quantiiaiive Eestrictfons and Exchajige Conirola* The London 
Draft says that “no prohibition or restriction, other than duty, 
taxes, or other charges, shall be imposed or maintained by any 
tm?mher cc untry on the importation of any product of any other 
memtw country, or on the exportation or gale for export, of any 
product destined for any other member country/* 

The following exceptions are, however, permitted 

C) Transitional prohibitions designed to sfifect the equitable 
distribution of products in short supply, the maintenance of war. 
time price control i.nd the orderly liquidation of Government war 
surpluses, 

(ii) Temporary restrictions to relieve critical shortages of food¬ 
stuffs and other essentml products. 

(in) Controls under inter governmental commodity a^eements. 

(iv) Imp rt controls hv a country as a means of safeguarding 
its bahnee of payments. Here the te*ft is the member’s (a) to 
stop or to foreataH the imminent threat of a serious decline in the 
level of monetary reserves, (b) in the case of a member with very 
^ow monetary reserves to achieve a reasonable rate of increase in 
its reserves. 

Any member may complain that another member is employing 
restrictions which are damaging to its trade* The I,T.O. in 
consultation with the IM F., will consider the complaint and 
recommend adjustmente, which, if not complied with, will bring 
penahtTs in the shape of withdrawal of tariff concessions from 
member countries. Members may r> quest the l.T O. to give prior 
approval to restrictions wh'ch it desires to impose. 

It mav bf said that these exc# ptions have been dictated not by 
politi<'al expediency but by economic necessity. 

(2) Tariffs and Prpferencm. Members of the IT O. are 
committed to enter into mutually advantageous negotiations directed 
toward the substantial reduction of tariffs and the elimination of 
pref Fences. The general rule requires members to accord to one 
ai other general unconditional most-favoured nation treatuent, 
I bus all tariff reductions wdl be on a multikteral basis and 
coneefsioris will be granted to every memVier country whether a party 
to ?he Bf gotfation or not ( ountries like India w 11 not have to grant 
conce eion on products rf an industrv they want to protect 

(3) Emp^opmeni. The London Draft provides that each mem¬ 
ber of the I. T. O. “shall take action designed to achieve and 
maintain full and productive employment and high and stsbls 
l^st'vels of effective demand within its own juriediefion through 
measures appropriate to its political institutions ap4 corifeatible 
with the other purposes of the Organisation/* 
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4. Seammk Ihnhpfmni^ t7cidar the London Ch<irtet war* 
weakened nationa are allowed to rehabilitate themaelree with the 
help of quantitative controls in trade while economically back^vard 
countries, mainly on the advocacy of India and China, were 
permitted to carry on their programmes of industrialization, by 
regulating foreign trareactiona. 

6* Be$(ricUm BfiMineas PracHces. The Draft says 'Mhat each 
member shall take all possible steps to ensure th^it enterprises 
within its Jurisdiction do not engage in practices which restram 
competition, limit access to markets, or foster monopolistic control^** 

6, CommodPy AgreemtnL The circumstances under which 
Governments may enter into agreements regulating the production, 
export, import or pricee of primary commodities are cirefully 
defined. Such agreements are limited in duration and are subject to 
periodic review. As a result of the efiorts of the Indian delegation 
another clause was added to the object! res of inter^govemmental 
commodity arrangements in the foUowiDg terms : **To moderate 
pronounced fluctuations in the price of a primary commodity 
above and below the level which expresses the long-term equilibrium 
between the forces of supply and demand/* 

Two other important objectivas have also been ad led, 

(!) the maintenance and development of the natural resources of 
the world and protecting them from unnecessary exbauHtion and 
(2) the expai sion of the production of a primary commodity which 
is in such short supply as to prejudice the interests of consumers. 

To have a common basis of agreement for 60 odd countries is 
not a light task. A formidable hurdle has indeed been crossed by 
making all these nations with hetergeneoas aims agree to a common 
principle. Even a greater achievement is that the I T.O. is 
authorized to interpret obligations, issue rulings, hear complaints of 
noti-complianoe and has power to bring pres ure to bear on member 
States and force thf m to comply with its deemions. I. T O/s actions 
will be backed by the power to restrict advantage gained from the 
charter and thus punish the violating nation. 

This Trade Charter is indeed a momentous landmark. The 
League of Nations could not succeed in this direction in its time. 
I he agreement involves 1 >ng-term planniug for the orderly 
development of intern itional trade. At the same time it recognizes 
that a healthy international traie depends on the reconstruction 
of the war-devastated areas like France and Germany and the 
economic progress of backward areas like India. The only fly in 
the ointment is that Russia and the Communist countries did 
not join. 

As a result of this charter the trade of the Dominion of India 
which is now free to shape its trade poUei^e Is progressively on 
the increase* She has secured most favoured nation treatment in 
all countries ii 4 :ning the protocol and is thus in a position to 
compete with her textiles in the Middle East and Australia. 

Hhe charter, thus, is responsible for direotiv stimulating a 
flow of goods, wmM the woiid. 



CHAPTERIXXV 
INDIAN FISCAL POUCV 

1. InvOltaiHW of the solijeet. The fiscal policy pursued in 
the past Uas had far-reaching effects on the industrial condition of 
the country. Its study irill lead us to oonoluaions which might help 
in moulding opinions and poUoies to be adopted now that the war 
is over. On this policy would depend the fate of many *war babies* 
as 'Well as of old industries that will have to face the full blast of 
competition from foreign countries. Hence an intensive study of 
the problem at the present moment, when the war has thrown all 
previous relationships overooard smd a reorientation of fiscal policy 
is in the offing, is ol supreme importance to the student of Econo¬ 
mics. Beoently the Government of India have appointed a Fiscal 
Commission consisting of six members under the presidentship 
of Mr. Kriahnamaoban to make recommendations regarding the 
fiscal poUoy to be adopted by the Government in the new set of 
(nroamstaoces. This makes the study of the problem all the more 
urgent. 

2- Fiseal policy of India till 1923. Period of firee trade. 

The dassioal writers upheld the theory of free trade. They 
briieved that every country should concentrate its energies in 
the production of commodities for which it was best fitt^ and 
import other goods from foreign countries similarly situated in 
relation to them. England had the good luck to have had a long 
start in the race for industrialuation. Her industries had 
established themaeives before any other country thought of making 
any systematic efforts to ioiiow. England thus stood in need of 
plenty of raw materials to oonvero into finished goods and big 
markets to sell the latter in. Free trade suited her and her 
economists advocated this doctrine in the belief that what was 
good for England was equally good for the rest of the world. 
Canada, Anstndia and other colonies of England, including India* 
bad to follow in her wake willy-nilly. The first two had to iuake 
a severe fight to emancipate themselves from these trammels; 
while In^’s fiscal policy was iMgely governed by Britash 
ioterests.v'' Dp to 192.1 India followed a oent per oent policy of 
free trade and whatever duties were impiwed on incoming goods 
^pete for revenue purposes only. Even these often resulted in a 
great outcry on the part of Iianoashire uid in some oaMes oonnter- 
vmling excise duties were imposed. The long line of Finance 
Memlwn during all these years were deeply dyed in free trade 
oolonr and religiously believed in its efficacy, as a measure 
of rebi^ for the poor Indian consumer; and even when they did 
lil^ose customs duties in times of fiaauoiai striugenoy, they felt 
yery apologetic over it and expressed heart-felt sympathy u| the 
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Bcltlili WATta&M^aiwr. Imi Oomoa stotot in « taitnr 4o Hn 
bomion Timea, io 1903, ttmt *'e7er slam Indi» was mdeied to 
abolish b«r oaatonm toriff in 1375, it hm bmu in too main in 
respooBe to Lano&shire prsssara that the snooessire readjastments 
of this pdioy hare been introdnoed '* Thus, if the duties imposed 
for mere revenue purposes did result in creating any industiies^ 
they were iotrered with the double object of oorreoting the 
tendency and increasing oustoms income. 

The war of 1914-1918 oompeiled the Government to raise the 
tariff. They found it impossible to lower it after the war was 
over due to their need tor more money. In 1922 the total Indian 
oustoms revenue was Bs 32.14 lakhs as compared with Bs. 9*24 
lakhs in 1909*14, being 24*4 per cent, of the total revenue in place 
of only 13*9 per oent. These revenue duties happened to give some 
proteotion to a few iidustries in an nnscientific manner but the 
Government were always nnoomfortable and “from 1919 onwards 
their efforts were constantly aimed at wriggling out of the situation 
that had arisen.’*^ 

3. Arguments for protection in India. The main arguments 
for protection are given below. 

(i) The Infant ladmtry ArgumtnU Time is required for the 
development and growth of various elements of productive power, 
».e., ior the training of iaoonr, mobilization of capital, for giving 
experience and knowledge to the entrepreneurs, and tar teaming and 
developing the necessary teohniqne. Daring the time industry Is 
acquiring these essentials and sprouting forth, it must be Bhe}t< red, 
otherwise it will be blasted by foreign competition, A child 
requires crutches to learn walking. He must grow up before he can be 
expected to wrestle with a grcTwn-up man The force of this argumwnt 
hue been recognized by economists of authority like Marshall and 
Pigon. dome Indian industries are undoubtedly in a state 
infamy. To protect them from the competition of giant foreipi 
oonoems is absolutely essential, otherwise they will have little 
ohanoe to grow, lala Harkishan Lai speaking about Indian iadnst* 
ries to the Fisool Oommission said : ''Nurse the baby, protect tile 
ohild and free the adult.” This is a maxim whose validity eanniTt be 
seriously questioned. 

(H) For DiatniJUsoOion of Industry. For the alLround develop¬ 
ment, mental and physical, of the nationals of a oonntry, a large 
variety of employment is essential, for, an oocnpation that a man 
follows has an intimate bearing on the devetopmentof his pmamnaUt^. 
No natma hkes to be a nation of shopkeepers, clerks or agcioaltarlits 
only, y The quality of employment is as necessary os quality. It li^ 
therefore, neoeraary to develop industries even though they do not 
conform to the prmoiple of oomparatire costs, i. e., even though 
oonditions are not congenial for growth. Only proteotion mn enable 
sui^tadastnes to develop. We have os yet devdoped a few major 
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{oAttHteiM. fo derdop othera protootioa will b» 

Speeialka^iaii in auljr om or tt^ro dirdctioxis is Ilk® patting all oae'i 
0 gg« IE one baskot. fhard a great rUk of mming to griM*. 

{Hi) jpor Defence. Adam Smith says, ^'Dafenoa is batter than 
opulanoa/* DepeodeEoe on foreign oountries for some essential com¬ 
modities proves dangerous in times of war. War a few years preced¬ 
ing World War 11, many oountries, especially Italy and Germany* 
ware making frantic eiForts to grow or manufacture oertafn essential 
articles which they had to import, for war cuts cff foreign sup¬ 
plies. This argument has a special force in case of ‘key* or basic in¬ 
dustries or food industries, the produce of which is essential for exis- 
tenee. In the last war itidia was not able to play the part it could 
have played if her important industries had been properly developed. 

(it/) For SelJ-$ti£icimcy. In case a country desires to be econo¬ 
mically independent, it might develop various types of manufactur¬ 
ing industries throujfh the aid of protective duties. ' But isolation is 
neither feasible nor desirable. In view of the present developments 
in the means of communication and tiansportation it is impossible to 
attain eelf-sufficiencv for years to come. If attempted it will only 
divert the economic resources of the eouncry into less remu¬ 
nerative channels. If, however, circumstances necessitate the 
adoption of such a policy, then a country like India will be within 
a measurable distance of realizing this aim, 

(e) For Key IndmtritB. Foundation of a oounlry^s industry will be 
merely on sand if it has to import the necessary basic materials like 
iron and steel and oheimical» from abroad. Still the application of 
protection f^r the development of basic or ‘key* industries spems to be 
most urgently called for. The development of suoU industries 
should claim the first attention. No eff>rt8 should oe spared for 
the purpose, and key mdustnes should be established within the 
country even if an essential raw material has to be imported. As 
it is, such an exigency will not arise in India as she is rich in almost 
all essential raw matesiala like steel. 

(vi) AyainBi Damping, if another country dumps goods in our 
markets with a view to driving the goods of some home industries 
out of the fielc^ protection is necessary in sheer self-defence. It is 
possible that the foreign country is working with the motive of 
capturing our markets by undercutting prices now and making up 
the loss by raising price later when the home industry has been 
dcstmyedf No nation can permit her industries to be destroyed in 
that manner. 

{rnii) AgainM Bounty-fed Goods. The home manufacture must 
he protected against competition from goods which are sup* 
pc^tt«4 by State bounties in their own country. The bounty frodi 
tbb Etate gives them an unfair advantage which it is the duty of 
lie home Gbremment to remeve by imposing a protective 
ludlaa WBBgm kiuMry was killed by bounty-fed sugar from Surope. 
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tjkter protaeticm helped India to producte onongh sugar to moot fiH 
her reqoimooonts. 

Agoiind Goods coming from Oowntrits mth Depreciated 
^ urrmcies, depreciation of ibe yen (Japanese currency) in the 
'tbirties nentranzed to some extent the protection granted to our 
cotton textile indu&try and the measure of protection had to be in* 
creased- The country with a depreciated currency is able to export 
more goods. The purchasing country has to pay less of her currency 
per unit of the currency of the exporting country and is natural^ 
tempted to buy more from a country with a depreciated currency. 
It then becomes the duty of the other country’s Government to 
negative this artificial and undue advantage. 

{it) For Sevenue. Sometimes protective duties are advocated 
on the ground that they will bimg additional revenue into the State 
cc’ffera. To some extent it is true. A moderate measure of protect 
tion does bring some revenue. But it eh^ uid be home in mind 
that there is inherent antagonism between revenue and protection. 
If the Industry has been given effective protection, foreign goods 
^ill have no chance to sell. Thev will not bo imported and there 
will be no revenue. In 1934 proceeds from duly on sugar imported 
into our country eouBiderahly dwindled and the Government had to 
impose excise duty on sugar to make up the lo^. If therefore, a 
country wants more revenue, it cannot get it by prohibiting the 
import of goods through heavy protective duties. It can secure 
revenue only if foreign goods are allowed to come in large quantities 
and moderate duties are imposed on them. Thai means home 
goods will meet keen reign competition and there will be no pro* 
lection. Either you can, therefore, give protection or get revenue. 
Further, pn teotion through revenue duties is not sound f>olicy, for it 
will mean uncertainty and lack of contiauity, ti therefore, protec* 
tion is to be given no extraneous considerations of revenue should 
be permitted to enter. 

(x) For increasing Smploymef^t Another ground on which 
protection is urged is that the development of industries wiH^ in 
the long run, create a large volume of employmeut in the country. 
On grounds of pure theory this argument is unsound. As exports 

! >ay for imports, the country will ! e able to export less, if it imports 
ess. Thus the expansion of her import iudu«tries wiU be counter¬ 
balanced by contraction of the export industries and the volttsae 
of employment may not be affected. But in the case of India, the 
argument has some applicability, for our exp irt industries, for the 
time being, hardly exist. Our raw mate’-ials are indispensable to 
others. If by means of protection we are able to eliminate foreign 
goods from our markets a vast field will open out for the expansion 
of our industries and the volume of employment will undoubtedly 
increase. Our economy is present unbalanced. To restore a 
pr( per balance between agriculture and industry is our prime need. 
A .^Hey of effective protection will be eminently suitoble for this 
pr|»Oie, , ^ 
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(set) For iU Fopvkrity in India. Ttxiiaii smtintent ha* be»tk 
azid ia ateongly protectionut. The remai^able progroes of indtiflirioa 
in the tJ. 8. A., Germany and Japan ander the policy of protection, 
a recent ewiog>roand to this policy in England herself, and tJhe rain 
of Indian induBtriea under the policy of free trade hare made aH 
•dncaited Indians ardently desire proteetion for Indian industries, so 
mnoh BO that they are sometinses prone to r^ard protection as 
a panacea for all the industrial ills in the country. If, therefore, a 
ijforoiis proteotive policy is pursued it will have a strong popular 
an^oit, 

4. Orawbacin and dw^rs of protecdon. But protection 
is not a painless remedy. It involves suffering, sacrifice and danger 
which must be intelligently appreciated and understood and 
carefully avoided or minimised. In the fir&t plaoe, mpooition of 
prtdeelive duiiea toitl raise the •prices of predeeted artioUs and the 
consuming public will have to pay higher prices. The agriculturist 
who has BO surplus to sell and the worker, whose wages will generally 
lag behind the increased cost of living, will have to make some 
sacrifices. 

Secondly, whereas the p%Mic loses, the rich mannfaeturers gain. 
This fuooegntuates the inequalities of wealth distribution by adding 
to wealth of the already rich and requiring the common man 
to make a sacrifice. The Tariff Boards and the Government of 
India have steadily kept in view the interests of the oonsumt^. We 
cannot, however, agree that the burden of protection is borne entire> 
ty by the poor masses in India. With the exception of matches 
and salt, the articles turned out by the protect^ industries, like 
iron and steel goods, sugar, fine cotton fabrics, cement, paper, etc. 
are not articles of consumption for the poir masses. The burden, 
in thek case, is largely borne by the middle classes and they do not 
iwlwi it so muoh because they can better understand where the 
good of the country lies. 

Thirdly, the industries in the unprotected category will he kit 
because they will have to pay higher prices for some^materials or 
pay higher wages without having any compensatory advantage like 
the industries enjoying protection. Cotton bandfoem industry has 
suffered frtmi protection granted to the cotton mill industry. This 
fa the reason why some allied industries had to be given a 
cottCB^nding measure of protection when the iron and steel industry 
sras f^Toa protection. 

Fourthly, there is the danger that t/ested interests will be erealed 
btf peoteelion. The indnsMes that will secure protection will be 
found to be hi^y reluctant to part with it. They will strain every 
nerve to retain it Thus the 'infants’ mav remain 'infants’ and 
refuse to admit that they have grown up. But this danger can be 
ohetatsd by withdrawing fnroteotion on the ground that the industry 
isllSi^pahls of bmzefiting by it. 

Fiphly, there is the danger of political cormpf fon. PowSrful 
•oKpena^ns in Amsrtea set aside huge sums In bribery funds to be 
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F^siematioally spent in inilueocing legislators or the Section of 
legislators. Oaoe therefore proteetton has been granted, it-maf 
not be 80 easy to withdraw. But the Fiscil Cmmissioa did not fore¬ 
see any euoh danger in In lia, as Indian legUlatarea were oonipoasd 
of too many heterogeneous elements to allow this evil to prevail to 
any large extent, 

LiHb/, prokcliaa is rttgarded as ‘malher' of frusta. It is the 
i Ximrieme of G-jncany and America that once foreign oompeiition has 
heed elimioatod the home manufactures form combinations in order 
to reap monopoly benefits. Although an All-India Sugar Syndicate 
aod a big merger, the Associated Cement Company, have been 
established in Zndla^ yet the oorahination movement biis nut made 
nmeh headway here. J^’urtfaer, combinations are no longer tegarded 
la the West as inimical to public interest and the combination 
movement has been consciously fostered by the State. 

On the whole, therefore, we find that a policy of protedioq Jn 
luJia is not only desirable but necessary. Us dangers iiavc been 
exaggerated and costs magnified. This does not mean that we can 
launch on an indiscriminate and a blind policy. 

5. Circumstances leading to discriminatiag jprolectimi. 

During the war of 1914-18 the Government of India realized that 
without industries. India was more a source of danger than of h^p 
to the British Empire. Hence they determined to estaHish mme 
induBtries. Accordingly an Industrial Commission was appointed 
in 1916 which submitted its report in 19)8 and recommended that 
the Government should play an active part in the development of 
Indian industries so as to make the country self-suffioient “in res¬ 
pect of men and material.” During the war the British Parliament 
also committed itself to the political advancement of India, Such 
an advancement was impossible without’the grant of at least some 
fiscal freedom, 

6. The Fiscal Autonomy Convention. Since Parliament was not 
willing to concede full fiscal f autonomy to India by Statute, a 
compromise was suggested by the Joint Select Committee on the 
i Jovernmeat of India Bill, in these words: “Whatever be the right 
fiscal policy for India, it is quite clear that she should have the aame 
liberty to ojnsMer her interests as Great Britain, Australia, 
New Zealand, Canada and South Africa have. la the opinion of the 
Committee, therefore, the Secretary of State should as far as p'ssible 
avoid interference on this subject when the Government of India 
and its legislature are in agreement and they thiific that his inter¬ 
vention, when it does take plaee, should be limited to st^guarding 
the international obligations of the Empire or any fiscal arrange¬ 
ments within the Empire to whish His Majraty’s Government is a 
party.” This is the famous Piseal Autonomy Convention. 

A ooaveotion, it may be noted here, is a custom, tradition or 
practice, which is generally accepted thongh it has no basis In law^ 
it has the earn© force and praata'g® W Iw if 89 accepted. 
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This prinoi{)l6 was accepted by the Seoietary of State and it 
bcoame the bavis of future oommeroial relations between India and 
the United Kingdom. Following this Convention the Seoretary of 
^te refOEed to interfere with the cotton duties imposed by the 
Indian (lovernment when he was approached )*y Lancashire interests 
in March 1921. 

^ Criticism of Fiscal Aufonomi/ Convcntiop, The Convention 
baa been criticized on various grounds. It is slid that it could not 
have any great practical value, since it could only operate if certain 
essentia} conditions were fulilled. These conditions were difficult to 
fuifil in actual practice. The 6rst oondition was that the Covem* 
ment of India and the Indian legislature should be in i^reement 
with each other. While the Qovernment of India was an irresponsi* 
hie foreign bureaucracy, the legislature represented the aspirations 
of a subject people. In their normal relations they were more in 
conflict than in agreement. The Qovernment of India could never 
agree to a policy, however advantageous to India, which involved 
any saorifloe of British interests. 

The second oondition is that purely Indian interests should he 
invoived. What exactly does this expression mean f In the 
modern interdependent world it is hard to take a step which 
involvas only the interests of one country. 

Farther it is pointed out that even the Indian legislature did 
not adequately lefleot the real opinion of the Indian people. It 
was not composed (under the Act of 1935) of entirely elected re¬ 
presentatives. A fairly large proportion consisted of officials and 
nominated non-officials who in matters of important issues always 
voted with the Government. 

Most people, therefore, think that the method of conventions 
did not eflPeotively grant autonomy to India in fiscal matters. The 
issues hinged mostly on the personal idiosyncrasy of the Secretary 
of State. — 

7. Hw Fiscal CommissioB. In the meantime a resolution 
had been moved in the Imperial Legislative Connoil in February 
1920, reoommooding the appointment of a committee of the Council 
to report on the desirability of the policy of Imperial Preference. 
This committee suggested the appointment of a Commission to 
examine the whole fiscal policy of India. 

In 1921, therefore, the Government of India announced the 
appointment of the Indian Fiscal Commission “ to examine, witii 
referenoe to all the interests conoemed, the tariff policy of the ^v- 
emmeni of India, inolnding the question of the desirability of 
adc^ting the prineipie of Imperiid Preferenoe and to make reoom- 
mendationa.’' The Commission in their Eeport recommended dis- 
dtiminating protection. 

Its reccmmenitttum’-^Diserimiruuing Protection. Acoording to 
this policy^ protection is not to bo aoeordod indisoriminatsly to every 
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aodiuiy iadastry. Butihe ease of aaiadasiry daiatiog |NEtoteo» 
tion ia to be oarefolly examioed and proteoti<m is to be granted 
only if it satisfies oonditicms, so that the dangers inhereot 

ia protection and the saorifioe ioTOlved should be minimized. Tk9 
conditions laid dotrn by the Commission in- this connection are 
popularly known as the “Triple Formula.” 

8. The Triple Formula. A triple formula embodied the con* 
ditions which had to be fulfilled by the applicant industry before it 
could be granted protection. This formula wes as follows: 

(t) The industry to be proteoted must possess natural advan* 
tages, such as plenty of raw materials, cheap power, sufficient labonr 
and a large home market without which the industry would become 
a permanent burden on the country. 

(u) The industry must be one which, without the help of pro* 
tectioD, was either not likely to derdiop at all or not rapidly enough 
to serre the interests of the country. 

(tit) The indnstry must be one which eventually would be able 
to face world competition without protection. 

Subsidiary Conditions, In addition to the above forrau'a the 
Commission laid down a few more conditions of a lesser importance : 
(a) An industry which could produce on a laige scale with 
iaoreasing returns or diminishing costs was to be considered as 
more suitable for protection. (6) An industry which was expected to 
meet the entire needs of the country in course of lime, was recom¬ 
mended a preferential consideration, (c) An industry essential for 
national defence, as well as basic and key iudustries were rrommend* 
ed protection even if it did not fulfil the above conditions, (d) 
Special measures of protection were recommended against the im* 
ports of goods dumped into India, or if the goods came from 
countries with a devalued or depreciated currency and thus gained 
an unfair advantage over Indian ^manufactures, (e) Simitar stepe 
were recommended against bountywibd imports. 

r 

Recommendatioru AnaljfSid. The majority of the CommiMioa 
were solicitous that the industrial development of India should imt 
take place at the expense of British interests. They plainly stated ; 
“We do not forget that the U.K. is the heart of tbe Empire, tbat 

on its strength depends the strength and cohwion of the Empire. 

Unless the U.K. maintains its export traie, hoort of the Emptre 
will weaken and this is a oontingenny to which no part of the 
Empire can be indififerent.” That is why the recommendations of 
the majority for protection of Indian industry were so halting in 
nature and were so much hedged in by provisos and conditions. 

The minority, too, led by the president, did not want “indis- 
criminate proteotaon’* I ut they did want India to be treated m an 
infant country, which in effect she was from the industrial point 
of view. They reoopimended her a liberal dose of protection^ apd 
I ess delay in granting it. 
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Whether |Hi!oteotio]i ahould be granted to youog or old Indus- 
tries, no hard and fast rule oan be laid down. In the case of old 
and eitabliibed industries, there is generally some valna^de data to 
go upon and consequently there is less risk and uncertainty in 
granting protection to such industries as compared with those 
which are comparatirely young. But in the case of young industries 
reliable data may be obtained from other countries and hence 
there may be surer grounds for protection, ahereas in a row 
branch of an old industry there may be greater element of speeu- 
lation. At any rate some element of uncertainty there is bound to 
remain, whether the industry is old or young. Generally the policy 
of discriminate protection is intended to help young industries I ut 
sometimes an old industry may have to be rescued from a diificnlt 
situation and protection may be the only means of doing so. Ihe 
young industries may be helped by bounties rather than by impoit 
duties. But it is not the age of the industry which i > the criterion 
for granting protection. The criterion is the fulfilment of the chief 
conditions laid down by the Fiscal Commission, 

As for the measure of protection, several cons'ilt ratiorib have 
to be taken into accout t. The rate is not to be so high fo 
involve an unnecessarily heavy burden on the consumer or to send 
the industry to sle^ and leave it no inducement to make any 
improvements or eflFect any economies. In order to arrive at the 
fair selling price, costs of production of an average firm must be 
taken and not those which are either at the top or at the bottom, 
because the aim is not to prop up weak and inefficient concerns but 
to assist the reasonably efficient ones. 

9» Indian Tariff Board. The Fiscal Commission recommended 
the appointment of an Indian Tariff Board to carry on necessary 
investigations into the claim of an iuduBtry for protection and 
make suitable recommendations. It was supposed to to a body of 
experts, an ad hoc body constituted from time to time whenever 
the ease of an industry for protection had to be considered. It 
gencraHy consisted of a president and two members. It cot ducted 
a detailed inquiry into the conditions of the industry by making 
a atudy at the spot. It examined witnesses and considered memo¬ 
randa from various individuals and organfeaiions who desired pro¬ 
tection or who were likely to be affected if protection was granted. 
It W0» for the Tariff Board primarily to consider whether the con* 
ditiom laid down 1 y the Fiscal Commission for the grant of i>ro* 
tection were fulfilled by the industry. After making a full inf^uiry 
and after considering all the relevant facts, it made a recommenda¬ 
tion to the Oovernment regarding the measure and the period of 
protection. The Tariff Board was also called upon to review the 
whole matter on the expiry of the period of protection. In 
fbort, the application of the principles of protection depended on 
this body. Thus the realisation of the aims of the policy of pro- 
tflcftton largely depended upon the composition of the personnel of 

Board and the spirit in which they worked. If they interprettd 
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tbe eauditions in a reasonably liberal manner^ protcotioo might 
be prodnotive of good results, and if, on the other hand, they adopts 
ed too rigid and uniympathetio an attitude, Bobbing might come out 
of this policy. The first Tariff Board was appointed in 1924 in con¬ 
nection with the iron and steel industry and the lafit in 1939 for 
sericultural industry. 

19. Diicriminatifig protection in practice, (i) f/ie Iron md Sted 
Several major industries were given protection. We 
thall deal with them by turns. The modern iron and steel industry 
came into existence with the establishment of Tata Steel Works at 
Jamshedpur in 1907. The Company started producing steel in. 1913 
and made remarkable progress during the First World War. After 
the war was over, the indu«itry had t > face severe competition from 
abroad and incurred heavy losses. Its cafe was referred to the Tariff 
Board in 1923, who found after inquiry that in a few years ^Xndia 
corild be made capable of producing enough steel for her domestic 
requirements at as low a cost as obtained in other countries. On 
the basis of making up the difference between the import price of 
Btecl and its fair selling price in India, the Tariff Board recommend¬ 
ed duties ranging between Kb. and Ks, 45 per ton for three years. 
Enquiries were made from time to tune in the position of the in¬ 
dustry (in 1924, 19J5, 1920 and 1933). In the last inquiry in 1933 
protect-on was continued for a further period of seven years, till 
1941, when the Tata Company as-jerted that they would be in a 
position to '^meet all contingei such as the withdrawal of 
protection. 

As a result of this protection, baiting and grudging though it 
wms, the iron and steel industry of India has made a rapid progress 
and has turned out to be the prisse-boy of the donors of protection. 
Today the industry pays a heavy excise duty and fills a big ‘gap in 
the Government exchequer. Thus it paid no kss than Rs. 372 lakhs 
to the Government in 11)3940 in one way or the other. The con¬ 
sumer has not had to carry any extra burden due to progressively 
falling costs of production while the labourers employed in the Tata 
<2omiiany are believed to enjoy almost all amenities of life possible 
to iwople of their status and condition in any country of the 
world. 

The war has given a great stimulus to the industry. It is ©sti* 
mated that it will be sble to hold its own against world competition 
vs Hbout Government help now. Many subsidiary industries have 
sprung up four d the main industries. A rumber of special steels 
are being manufactured and India is meeting a large proportion of 
her need for tool steal, taps, dies and small maohin© tools of special 
quality herself. 1 he Tata Iron and Steel Co. have put up a new 
plant for the manufacture of wheels, tyres and axles for railway 
rolling stock and are helping to manufacture locomotives as well as 
rolling stocks at Mihijam (Ohittaranjan) Workshop. 

India produced 28 per cent more of steel in 194243 than in 
1938-39/ Most of the output was absorbed by Government for war| 
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Mtd oiTiliao oonaomptiion vas eat dovn largely. No steel oe iroa goods 
oooid be obtained during the war without lioenoe £rom the Iron and 
Sterf Controller. It is obvioos that the vast reswvoir of private 
demand which was thus built up will insure the industry agaimt 
any dislocation for many years.* 

It gives employment to no less han I /.O.OOO people. Its pro 
grees under protection can be judged from the following figures : 

TABLE I 

Prodvctton of Finished Skel {in Indian Dominion) 

Annual Averages (In thousand tons.) 


1939... 

...731 

1942 

194.^ 

1940... 

...866 

1943 

1946 

1941... 

...999 

1944 

1947 


These figures show that the production of steel had been going 
down in India daring the recent years. As a matter of fact tbe 
mills have not been working to their full capacity. The shortage of 
coal, labour troubles and transport diffioulties have stood in tbs 
way. The partition of India into two Dominions led to a dearth of 
toohnioians. Betides, wagons were not emptied and returned 
quickly enough. As these difficulties are overcome the existing 
steel mills will work to their full installed capacity, but even this 
much production would not be enough for the increasing need* of 
the country. This is the reason why the rdoent Industries ^u- 
ferenoe has reootnmendei the estabitshment of two new mills in the 
country. For the same reason imports too have been on the 
increase. 

(it) Colton Textile Industry. Tbe cotton industry in India is 
a very old one and can in no case be called an infant industry. But 
due to peveral causes such as over-capitalization, the loss of China 
trade in yarn, the higher labour costs in Bombay and Ahmedabad, 
the higher coat of fuel, etc., in Bombay, tbe Bombay industry was in 
diffieulties in the middle, twenties. The matter was referred to 
the Tariff Board in 1926 who made an intmisive inquiry into the 
oiroumstanoes of the industry and came to the conclusion that the 
cotton industry deserved protection on the following grounds 

(-?) The Japanese yen had been progressively depreciating from 
27d. in 1923 to 14'f. in 1935. This depreciation helped 
exports of Japanese textile goods to India greatly. 

(b) The Japanese mills worked on a double-sbift system and 
though tbe wages paid to the textile workers in Japan 
were a little higher than in India, their average produo- 
, tion per head was very much greater. It has been 

* reported that a worker in Japan attended to six hundred 
I spindles for a wage of Ra. l-li-fi a day with an efficiency 
of 90%, while a spinning boy in Bomba/ looked after 181 

.. I . . .. . '■ " " . . 

I, Tk^te'vievf of Truiie of Iiidl»^l042*43f p. 33^ 
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spindlas for n n^age of Re. I per day w'tih an effielenoy of 
little or«r 85%. 

(c) This industry was the biggest uatianat industry of India 
with a total capital investment of 42 ctores and gave 
direct employment to 4^ lakh workers and, therefore, 
needed protection urgently# 

(J) Japan had rationeli^^ed its industry w]jiIo the full blast of 
work! depression had hit the Indian industry hard. Statis* 
tics show that while the imports from Japan increased 
from 10? million yards of piece-goods in 1022-23 to 426 
million ya^ds in 1938 39, the imports from the H.K, as 
well as from other countries had declined at a quick rate# 
Thus British imports had gone down from 1,440 million 
yards in 1922 23 to 205 million yards in 1938 39 while total 
imports had gone down from 1,577 miUion yards to 647 
million yards during the same period Tbe definite increase 
in Japanese imports from 1921 onwards was mainly duo to 
the depreciation in the yen# 

As a result of these factors working against the Indian industry, 
the number of Bombay textile mdls went down from 80 to 68 be^ 
tween 1025 and 1935# There is no doubt that there were directs in 
the organization of the industry at Bombay but many of these 
defects were gradually eradicate, e g*, much capital was written 
down and the managing agency system, too, was later on got rid of# 

Accordingly, the TarlS* Board recommended protection to the 
cotton textile industry in ever-increasing doses. For instance, the 
dutv on twist and yarn was fired at 6^% ad valorem ov II annas a 
lb. (wbiobever was higher) and on cotton piece-goods of British origin 
25% od caiof^m and on goods of non-Bcitiah origin 311%. Later 
due to exchange-dumping from Japan, tbe duty on piece-goods of 
non-British origin was raised to 50% ad valorem. It snould be noted 
that the lower duty on Britiah goods gave a definite advantage to 
the British manufacturers who, as % result, partly shared the Indian 
market at the expense of Japan. 

As a result of this protection, though it was belated and 
entirely an anti-dumping measure and was not meant for develop¬ 
mental purposes, the Indian textile industry was greatly benefited 
as is clear iipom the following table :~ 

TABLE IIJ 

Ooitaii twist and yarn in millions Piecjc-goods m j ds. 

of pounds 

It diii Imports. Ind'n Import*. 

27 . . S07 49 2/258 1,788 

1938-39 ... 2303 36 4/269 C47 

The total normal requirements of mill-made cloth in India are 

I. aJUiimti ol Ab^tr«<*t ot India, KtMuroS from August 1947 kr© tor t-ij© 
Doinintofi of Induu on^y. ^ 
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Bd xmorB thaa S 00^) miUion yftrd»» There is hardly any roorB for 
doubt that after we are able to replace the luaohinerv worn out 
during the War» we ahall not only bo abb to attain silf sulftciency 
htit shaD also be irl a position to satisfy aome of the needs of tho 
Middle East oouutrios to whom we haVa been exporting textile goo la 
during the waf^. 

The following table .shows t ho total prodaefcion oi piece good 
and their exports during soma war and post-war years ‘ 

TABLK 111 

PioUuci lofi, ( otton Manufaclurcfc r 


Ymt 

Yarn 

Pit 1 b 



(Miihuu 

(Million Yaids). 

of I 

1930 

1/277 

4.09 2 

i Million ) Jh ) 

1943 

1.6s5 

4,751 

.» • 

1946 

1.3 S 

4,025 

3i8 

Aug 1947 
to July 1948 . 

1,3 ^ 

4*030 

m 


(»■«) fiugaf Irdustry. Sugar can© is an Indian plant and l»a« 
travelled all over the world from India And vet foreign white 
■ugar thoroughly tetabliahed itself in India and no less than h) 
lakh tone of sugar were imported in 1931-32. The Tariff Board' 
was convinced that tlie industry satisfied all the conditions of the 
Triple Formula and gave it protection at the rate of Rs. 7-4 
per owt. The rate was enhanced by a surcharge of 25 per cent in 
September, 1931. on aooount of financial stringency, bringing the 
import duty to a total of Hr. 9 1 per owt. 

The protection gnnted the industry has revolutionized it and 
India is now not only fully capable rf satisfy! ag ail her nerds Tor 
sugar, bat baa also a surplus to export. The Government imposed an 
•xoiee duty on the home product to stop overproduction 
and to weed out the ineffic ent concerns, but the protective duty 
ipas increased by that nuioh at the same time. Thus the protective 
duty was raised to Rs. 7-12 per cwt, in 1934 with an excise duty of 
Re, 1-5 bringing the total impart duty to Rs. 9-1. This remained till 
Feteuary, 1937, when the protective duty was reduced to Rs. 7-12 
per owt. with an additional revenue duty of Rs. 2 per cwt. The 
total import duty of Rs. 9-4 lasted till April, 1939, when the 
protective duty was further reduced to Rs. 6-12 which meant 
that total import duty came to Rs. 8-12 per cwt. This measure 
of protection has been renewed from April 1949 for one year when 
the case of the sugar industry would be reviewed again. 

The Indian sugar industry suffers from three main defects: 
(a) 8 very low yield of cane per core, (ft) a low percentage of sugar 
extracted per ton and (c) the non-utilization of by-produot». 

The first two drawbacks can be cured by improving the 
qBCiity ofeane and the last by the utilization of molasses for the 
msidaotionof power alcohol and of bega^se for making paper, 
^verament is trying to make improvements in all directions. 

’ Yr~Bi,at»tioal Afis’raotof Indio. Figures from August lli7,"are fo* tt*© 
lodjian Dominion only. 
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Hie iodottty 3m grown remarkably aa a randt of proteotiom 
In fact Uiere are wary few example* of the rapidity of *«ob growth 
koowo to hiatory. Aod this progreu oontiaued even in the deprea* 
pion years, when this industry was the only bright spot in Xod'Mi 
industry. It has been oaloulated that out of 131 lakhs of labonrers 
directly employed in prodnction of Gane>sngar in 1935>U6 least 25 
lakhs were new and there rnnst have been another 25 lakhs who 
wore direoUy employed as a result of protection. The progress the 
industry has made, is clear from the following table whioh also 
shows the steady fidl in imports of sngar into India ; 

TABLE IV 

Production and Impart of Sugar. 

{In thoMomdo of torn) 

Year No. of faotories Total {wodaotion 

{woduoing sa^ar Total imports 

from sane of sugar of ger of sugar 

1981-32 32 4.87 27,68 5,56 

1938-36 139 7,65 38,48 33 

The prodnction oi sugar for war and past>war years is as 
follows 

Produetnon of Sugar {In thouoando of tona). 


Year 

Quantity 

Yoar 

Quantity 

Year 

Quantity 

193H 


1041 ... 

1210. 

1044 

1001 

i939 

605. 

1042 ... 

«86w 

1045 

007 

1940 

... IJ82. 

1013 

1075 

1040 

401 


Nina months Aug. ’47 to April ’48.-.814. 


It must be mentioned that this growth has come in spite of the 
structural and technical defects from whioh the industry has been 
suffering and which are : 

(a) The non^utilization of by-produots. Molasses and iM^asse 
are the two chief by-products. Molasses can be used for making 
power alcohol, cattle feeding, road making, fertilizing land, etc. 
Very little of molasses is being used in any useful way. It is not 
only "unable to fetch any price but even its disposal has become a 
source of great difficulty.”* Out of a total production of 349,000 
tons only 52*7 thousand tons were exported ^ In 1935 36. This is a 
huge national waste. Because the thing which could be profitably 
utilized for making paper and paste-board is at present only being 
used as fuel in the sngar factories, the reason being the high cost 
of transport. 

(h) It is seen that the industry is suffering from lack of mpable 
technicians. 1® has been point^ out that the progress of the 
industry J bas been retarded by the piwence of tmgus experts, 
technologists and chemists.* 

(c) This industry has been fairly heavily taxed not only by the 
Government of India with an excise duty but also with a sngaroane 
cess levie d by provincial Cteveroments, with import dnMes on 

o‘ Ffaoa] Adarkar, paga 2-^8.. 

K. Cto thtt ftuihprity of FadmA N»bA lyofi Timidmi of Siigar TootoologiiM' 

A«00l»tl«i. ipwtad by Adarkar. p. 225. 
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inaoybtiexjr, with faifli railvay freights aad frith iaoo|aA tax on proflta 
and an ad^ional Excess Profits Tax during war years. 

In spite of its many handicaps the burden on the consumer has 
not been very heavy. It is -een that the prices of white sugar in 
most foreign countries were far higher than in India in 1939. At 
the same time the price of gur, mostly consumed by the poor in 
India, was much lower. 

While previously the problem bad be«i to check the over-pro- 
duotion of sugar and restrictive measures (like excise duty ) were 
being employed by the Government, as the war developed effort 
had to te made to manufacture more sugar. Civilian demand was 
greater than before due to more purchasing powir and increasing 
population. The lequirements of the Defence Forces had increase!*. 
Indian sugar was also d< manded for supply to the United Nations. 

The International Sugar Agreement of 1937, under which India 
bad agreed not to export sugar ty sea to any country except Burma, 
expired in 1942. India is now free to export sugar by sea. Sugar 
is in great demand in Cejlon, East Africa, Iraq, Iran and the 
Middle Kast. In the al sence of Java sugar, India can secure a 
foothold there provided her domestic supply situation is satis* 
factory. 

She exported 

14,00 ' tons of sugar in 1840.41 
19 0*0 1941-42 

31,0(10 „ „ 1942-43 

(iv) Paper and Pvlp Industry. The war of 1914-18 gave a 
brief breathing space to (his industry from foreign competition but 
after the war was over, there was severe competition from Europe, 
Therefore, the industry applied for protection in 1024 snd the 
Tariff Board considered its case. It was found that the Sabai- 
grass product was too costly and had no eventual chance of facing 
foreign competition. Bamboo pulp was, however, pleotiful and 
cheap, ar d the industry had a sure long range future, specially due 
to the increasing dearth of coniferous wood in Europe. Writing 
and printing paper was given protection at the rate of one anna 
per lb. Packing and wrapping paper was not given any pro¬ 
tection because it could not I e proved that India had any natural 
advantages for its production. Similarly newsprint was also neglec 
ted. The Tariff Board, however, recommended special help for 
experimental and exploratory work in certain mills but the Govern 
ment refused financial assistarce to the industry. Later (in 
1935) a duty of Its. 45 per ton was imposed on imported wood pulp 
to enoourage the manufacture of bamboo pulp in India. In 1939, 
protection was continued for another 3 } ears but the duty on iw- 
parted pulp was reduced to Bs 30 per ton. The oontionanoe of 
imoteotion was based on the grounds that protection has reeulted in 
progress and that its withdrawal woul4 be ruinous to tbe new MsiWg. 
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Itdiaa iR QO^ and the motfaodR, toot ate 

improvable. Cost {n’ioea have, however, gone down o(nuddm%bly, 
from JRe. SS7 per to^ in 1924-25 to Ha. 123 in 1946-37, but only a 
fnither fail in oost will enable the induatry «to stand up to fotmgn 
competition when xKHnoal times oome. 

TAULE V. 


PtodHction and Imports of Paper 
(In tboiMaud of owts.) 


PJiODUOTlON 


IMPOSTS 


Ymr 

Ko- of 
Milk 

PriauBg 

Writing 

Badftmi 

PW5kifig 

Printing 

and 

Writing 

Fnoking 

Palp 


n 

6i)4 

«7 

48 

S26 

325 

307 

li»384Sl 

16 

teJ84 

124 

58 


387 

277 


The inoreased local production as well as imports of paper go 
to prove that literaoy ia rapidly inoreaaing in India and still greater 
luual manufaoturea wilt Imrdiy meet the tnoreabing consumption. 
I be industry has a great future. 

As shown by the figures in the above table, in spite of the 
wonderful progress of the domestic paper industry before the war, 
India stilt depends on imports from abroad substantially. During the 
war years imports from Norway and Sweden stopped altogether. 
The big gap left thereby oould not be fitted up by the impcuiis from 
the U.S.A. and Camada. Shipping dififiouities were severe, ilmice 
the production and distribution of paper had to be oontrolled and 
a ‘ Paper Economy ” campaign started. Ninety per cent, of the 
total production of paper was conserved for Governmwat purposes, 
leaving only 10 per cent, for civilian u^e in 1942. In 1943, how¬ 
ever, 30 per oent. of the current production ot paper was set free 
for oiviuan purposes. The number of pages of all newspapers 
published in the country were limited and prices fiixed. The 
produotion of paper increased in India during war years while its 
imports decreased. Duo to more shipping aceommodation being 
available the imports have increased now after that the war is over. 
The table below makes the potfitioo clear. 

TABLE VI 



Frixiuotion artd Importu 

{In ihomand of ewts*} 


Ye:ir 

Production 



Printing and writing 

Total (all kind«) 

Printing 

1838 

892 

um 

300 

1941 

1.040 

1,^54 


1943 

1,021 

1,792 


194.5 

1,021 

1,084 

708 

lAug ’47 to July '48. 724 

1,803 

1020 


(v) iiaieh< iniuniry. Op to 1922 India was wholly dependent 
on foreign matches when a heavy revenue duty of Rs. 1-8 per gross 
(amounting to more than 100 pe| cent, ad v ihrtm^ was levied on 
matches imported from abroad. 'Behind the shelter oi this duty 
were bom a few small concerns. 


I . Eiguras for t>bn Domiaien of Indl a cmly. 
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Then mi • stragi^ between Japan and Swedoi for the In^ttati 
inarket. The Swedibh Matdi Oompany got the better of it and 
India began to Import more matobee from them. At the same time 
the Swediah Match Company jumped over the Indian tariff wall 
of high import duty of Ka. 1/8 per groaa impoaed in 1922 and 
•tarted ite pwn faotoriea in India between 1924 and 1926. In 1926 
the matter waa referred to the Tariff Board and they recommended 
the oonveraion of the revenue duty of Ba. Ijd per groaa to a 
protective one and the Government agreed. Unfortunately this 
protective duty helped the Swedish Trust in its iniquitous design of 
eapturing the Indian market. This Swedish Trust oondbVed 
no leas than 70 per cent of the total demimd fur matohea in tire 
wmrld and like an octopus spread out its tentacles in the shape uf 
match factories all over the world. It also controlled supply of 
German match industry through a subsidiary company. It used 
ruthless methods like the payment of rebates and diaounnts, refunds 
and prises to its dealers to oust its Indian competitors. Thus 
many of the smaller oonoerns either disappeared Into its maw or a 
controlling influence was acquired over ^em through the purchase 
of their capital in the open market. As a result its output in India 
inoreased vastly and that of Indian companies went down. 
In spite of this clear evidence the Tariff Board did not make any 
recommendations whatever to check the machinations of the 
Swedidl company. 

It is suggested that the monopoIisGo hold of the Swedish 
oombine in India should be broken and a special ad hoe committee be 
appointed to suggest alteration in the Indian Industrial Law which 
would make unfair trade practices illegal and enforoe Indianization 
of not only capital but also control. With a National Government 
at the hdm of affain snob regulatioiu should not be difficult to 
impom. 

The prwent ocmditiim of the iodnitry is illustrated by the 
followiiig table;— 

TABLE Vn 

Mateku—Output and Import 
(In mitlion prom) 

Teas Indian ontimt Import 

MSS-n ... 1» ... 6.14 

1S38.3» ... 81 ... 1,26 

(vf) 8ttU /adwsfrp. The eastern proviuoes of India oamoot 
manufacture any salt for themselves. The Government held that 
enough salt could not be produoed in India to supply the need of the 
eastern districts. But they bad to refer the ease of salt to the Tariff 
Board in 1929 after a hot debate in the Legislative Assembly to 
report whetiier it was desirable to encourage the produotion of salt 
In India to provide salt for oonsnmptioo in areas wbioh were 
linporting from alwoad. 
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Boftrd ia 1930 th»t) the indtutry opald be 

dereloped to mee^ ladtai’s needs, Iden, at that time, was a part 
of £ad^ They adso reeoxnmaaded the establishment of a Maa^etiag 
Board in Oaloatta for stabdusing priosa. Aooordio jly, in 1931, alter 
the Salt Sarvey Oommittae had made its reoommeadatioos, the 
QoTemment impcwed an additional duty of As. t| per mani^ on 
all salt imported (ecoept that from Aden) in siddition to the 
oountenrailing revenne duty of Rs. 1/4 par maand oorresponding 
to that much excise duty, for one year. The dnty resulted in the 
rapid growth of the salt industry in India, liater on, the duty was 
extended for another year. In 1932 there was a fierce rate*war 
between India and Aden. Italian Bast Africa also took part in it. 
Accordingly in 1935 a Sait Marketing Board was formed to get rid 
of intern^ oompetition and stabilize prices. 

Since then the manufacture of salt in India has been at a 
steady rate and is almost stagnating. The industry cannot progress 
unless more salt is oonsumed for industrial purposes. Only 21 lakh 
tons are oonsumed by a population of 4Q9 million. This compares 
very unfavourably with the consumption of 80 lakh tons by oudy 
120 million Americans. We may oonolnde, then, that salt does not 
need protsotion. On the other band, it is the chemical industry 
which uses s^t as raw material which needs protection to be 
developed. 

(pit) Minor Induslriet. A few minor industries that satisfied the 
conditions laid down by the Fiscal Commission have also been 
granted protection, e.g , magnesium chloride, {dywood, tea chest* 
and gold thread industries. They have prospered as a consequence. 

A duty of 15 annas per maund was levied on imports 
broken rice into Madras from Malaya and ThailancU Madras wee 
not only losing its self sufiOloienoy in food but the s^oultuxist was 
also being hit bard. 

In toe days of acute distress indigenous wheat was also helped 
through a oustoms duty of Bs. 2 per owt. on fcraiga impwts. 

li. iadkistrieedeiued pridortton. We have briefly reviewed 
the indnstriee which were given protection. We shall now proceed 
to survey the oases of those industries whtob were either not reoom* 
mended proteoticm by the Tariff Board or wexp refiuad it by toe 
QoTcmment. The major industries whito were denied proteotoni 
were: (1) heavy obemioals; (2) oil; (3) coal: (4) cement; mod (5) 
glass. 

(1) Bpavy OhPmkai indm'-ry. This industry was granted 
protection for 18 months, from lat October to 31st March, 1933, but 
was then deprived of it without any cogent grounds. 

Heavy chemicals are of two kinds : (a) aoid8~>«iilltoorto, hy#o* 
ehiorio and aitrto-<«aiid the oomponnas based on tbm ead 
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(b) ii^aUes !&« soda ash, «aua(io scMla, sodiam vcdphide, cino 
•ebloride, eto. Ctbemioals iooiaded in the seeond group wei^ never 
manufoctnred in India, while a start with those in the first group 
was made during World War I The unit of produotion waa, 
how«ver, small and the cost of produotion high. Sevrae 
foreign ecnnpetition and a rising exchange rate involved tiie 
industry In difficulties. 

The ease was referred to the Tariff Board who, after a thorough 
investigation, found that the products of the ohemioal induttry 
were urgently needed for most industries in India, namely, the 
textile industry, the paper industry, the glass and porodain 
industry, the soap industry, the artifloisl silk, paints and varnishes 
industries and others, liot only being a key industry for so many 
others, the chemical industry was indispensable for national 
defence purposes, sulphuric and nitric forming the base for the 
manufacture of high explosives. In addition, the manufacture of 
fertilizers lik« superphosphates and ammonia sulphate, so urgently 
needed for the cultivation of paddy, sugarcane, rubber and tea 
crops, was based on ohemics! products. The Tariff Board said : 
“it is anomatous that a country in which 90 per cent of the 
inhabitants are agriculturists should have to depend upon foreign 
imports for such an important adjunct to agrioulture as artifioiat 
manure.” 

The protection recommended was (a) the conversion of the 
existing ad valorem revenue duty into speoifio protective duties; 
(h) a bounty of Rs 18 per ton on superphosphates used as fertilizerB ; 
and fc) a r^uotion in railway freights. The Tariff Board suggested 
a reorganization of the industry on a larger scale with the help of a 
national combine. Another inquiry into its affairs was suggested 
after seven years. 

The Government did not look at the problem sympatbetieatty 
and argued that protection could not be ^ven beoinse of the lack 
of sulphur, and, after a good deal of pressure from the legislature 
and public, granted protection for only 18 months from 1st October, 
1931 to Slat March, 1933, and later dtsoonMnued it on the ‘"flimsy 
grounds that combination had been found impossible and Miat the 
industry had not yet fully developed.'' 

During the last war the importance of the industry for 
national defence was fully realized. It has been recognized 
that it 18 a key industry for almost the entire field of productive 
activity—both industrial and agrienltural—and that liberal help 
is very essential in its case. The Qive-ninent of India have 
established (1948) a factoiy at Sindri in Bihar capable of producing 
3,§0,900 tons of ammonia sulphate with the object of making India 
aslf.snffident in artifioial fertilizers. 

(2) on Imhukrif. In 1928, a rate*ir«r was in progress between 
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the BannA Sb«U Qroup Mid t&e Standard (M Co. The Afetoek (HI 
Co , too, Qtilieed the marketing agencj of the Burma groop to its 
bemflt. Eerosene was beio^ sold io India b; the Standard Oil Co. 
l»elow the world parity of prices. 

It was dipoovered by the Tariff Board that the prioe-war l.ad 
been started 1^ the Banna Shell group after being assured by the 
Asiatic Petroleum Co. that they would be reimbuiaed by them for 
losses incurred The object was "not to realize the beet price that 
can be secured but to regulate prices to suit its own purpose which 
was to compel the Standard Oil Co. to come to terms”. Thus it was 
obvious "that protection wm sought for financing the prioe*war it¬ 
self and for shifting the burden of fighting the Standard Oil Co. on 
to the shoulders of the Indian consumer of kerosene’’.^ The class- 
war was not oonsideied to be detrimental to indian consumers 
either in the present or the future. Hence the Tariff Board as well 
as the Government refused to protect the “indigenous” industry. 

(3) Coed Industry, Many important industries like jute, 
rotten, iron and steel, paper and tea depend on coal. It is a basic 
industry. But railways in India are the largest consumers of coal. 
They, however, have their own collieries and enter the coal market 
only when the prices are very low. Thus they are in a position to 
exploit the coal market. In 1926, when the Tariff' Board was asked 
to go into the case of the coal industry regarding protection the 
industry was in a difficult position. Out of a total production of 
24 million tons of coal, railways oonsumed no less than 6| million 
tons. The other large consumers were the iron and steel and 
textile industries Elsewhere the consumption was not significant. 
By 1920, however, a million and a quarter ton ■ of coal were being 
exported. That year the Government of Indie restricted exports 
of coal. Besides, due to shottage of wagons and high freights in 
India, bounty-fed South African coal took the place of Indian coal 
not only in Colombo and other Indian markets, but also in Boir bay 
and Karachi. The Indian coal industry thus was faced with 
disaster. 

The Tariff Board decided that a protective duty was not called 
for as the future development of the industry did not reA on 
protection. They argued that the industry was in difficulties due 
to over-derelopment. The minority of Tariff Board recommended 
a countervailing duty of Bs. 1/'/ on South African coal but the 
majority refused even that on the ground that such a duty would 
provoke retaliatory measures The Government agreed with the 
majority view and refused help. 

From the point of view of oonservation rf the limited coal 
resources of India this rejection of protection might have been sout^ 
but the Government bad no such consideration in mind and refused 
even a reduction or rebate on Railway freight on coal sent’to Karachi 
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and on the groand that railvaTs were a oommereiaJ oeoeeni 

asd ooold not afford to lose their iooome. 

It nay be enggested that the beat method to oonaeire aoch a 
▼ital key mateiiid as coal would be to nationalke the induatry. 
Thta would reanlt in the employment of seientifio methoda of 
d^d°8 ooal and would avoid the gioat wastage in oollieiiea whioh 
la said to be as mneh as fiO% in many oases.' 

(4) Cemmi Inimiry. The industry was started as early aa 
1004 in Madras, but it made real progress only during the First 
World War when the war gave it natural protection. The after¬ 
war boom resulted in large profits and attracted new investors. 
Tims against an output of 945 tons in 1941, the ten faotories at 
work produced no less than 5,50,000 tons of cement in 1920. In 
1924, the industry was on the brink of collapse dne to severe intenud 
oompetition, ubich resulted ill appalling losses for the sharehoMers, 
and British competition. 

The British competition was particnlarly severe in the seaport 
towns of Cklcntta, Bombay and Karachi. The Indian consumers 
bad a bias in favour of the British product eveu though it was In no 
way superior to Indian cement. Besides, the railway freight from 
np-conntry factories to the seaport towns handioapp^ the Indian 
commodity against British cement. It was seen on investigation 
that the Indian towns consumed more than half the total quantity 
of oement consumed in India. 

The Tariff Board considered the prosper ts of the industry and 
its daims for protection. They oonclnded that India possessed all 
tlw requisite natural advantages for the production of cement. It 
had ample limrstone and clay of a snitabie quality. It also pro¬ 
duced f gypsum, the only other r iw material required. There whs 
ample labour and much skill was net needed in the process. But 
the Board conduded protective duties would not help the Indian 
cement industry on account of “internecine conflict amongst 
themselves.*' They hesitatingly recommended bounties on cement 
drspatebed to seaports or towns near them and a specific duty on 
imported oement in place of an ad valor tin one of an equivalent 
value, i. e., Rs. 9 per ton. They, however, imposed a proviso that 
the Government of India should not grant any bounties till 
they were satisfied that such a grant would not lead to reduced 
prices of Indian cement. 

The Government naturally refused 'these conditional proposals 
so hesitatingly made in view of the cut-throat competition in the 
country. One must adra t, however, that in 19 ?4 when the Tariff 
Board conducted its inquiry, “the oement industry had as good a 
claim M any ether for projection ; it fulfilled all the e'^sential con 
dit^ns of protection. ” Soon after the Government’s rejection of 
{HToteciion three new companies went- into liquidation. If the 
Industry had not eomhined itself first as an Indian Oement Mannfao* 
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ioren' Asaoolaik>n (1926) and l»t«r as the Afsooiated Cement Omnpa* 
nies Ltd, (1935), it would have been mined. Henee, one mnnot 
help remarhing that the Govenoment’s rejeetlon of proteotion to 
this indna try of national importance was ‘'somewhat itresponaible”, 

(6) Glaa* Indmtry, The case of this industry was referred 
to the Tariff Board in 1932. The Board concluded that all raw 
materials except soda ash were available in India. For instance, 
silica sand, borax, limestone and cheap coal were found in abundant 
quantities. Soda ash was not produced in India in any quantity and 
this was the only drawback so far as raw materials were concerned. 
This was not from the lack of any basic materials from which soda 
ash can be produced, but because the industry did not exist thim. 
Today the Imperial Ohemioal Industries, the Tata Chemical» and the 
Bhrangfldbara Chemical are all producing soda ash. 

The Tariff Board, however, recommended proteotion fhr the 
industry because they considered that there were reasonable pros¬ 
pects of the almost immediate manufacture of soda ash in India. 
Consequently the rejection of claim for protection by the Govern¬ 
ment of India on the ground that soda ash had to be imported from 
abroad was, to say the least, unfair and mvopio. The industry had 
ample raw materials, cheap labour and a large internal market. 
It could also stand on its legs, and satisfy the demands of the entire 
market, if the Government had been sj mpathetic. In the cironm- 
ptances one cannot help snspeotiDg that the Government actively 
wanted to assist the British chemical industry by importing soda ash 
on a preferential basis. 

12. Borden of protection. We have already discusped the 
dangers and drawbacks of protection in theory. One of the strong¬ 
est grounds on which protection has beei' usually criticized is that 
i t imposes an unfair and unneoeBsary burden on the pooKr nlassaa gf 
pso pte in the country; This mTaot fp the main point of the cam- 
fSSijm against protection. Now there is not the least bit of doubt 
that proteotion entails a burden on consumers in a country But 
does the burden lie on the poor classes ? Is the loss greater thtm 
the gain and therefore the burden unnecessary f These questions 
have to be answered before the criticism can he justified. 

It has been often claimed that protection is very costly and 
the agriculturist is groaning with the hurlen. On analysis, how¬ 
ever, it is found that most of the articles protected do not* penetrate 
into the villages at all and are consumed by the members of the 
middle and upper classes in urban areas. Articles such as silk, fine 
cloth, oilman’s stores, liquors, glassware, crockery, paints, wati'hes, 
cutlery, etc., are not necessaries and do not find a pkoo in tillage 
homes. Nor does the villager use much of paper, white sugsr and 
steel. The duties on cotton piece-goods were Imposed as safeguards 
againtt dumping and depreciation of foreign currencies like the yen 
MJd this only removed the unfair advantage the consumer was get- 
tang at the expense of the manufacturer. Hence it is not the non- 
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vocal tmmm who pay Ihc ptioe of protection but the ednoated 
middle ohmn who have been advocating it aii along. Besidaa* the 
ayatem of tajcation in India has been oonllnnonsly becoming more 
progreeaive in recent years and no more can it be said that taxation 
IS regressive. On the contrary, what with Income and super taxes, 
sales taxes and duties on luxury goods, the rich man is every day 
paying moie and more into the exchequer. With the advt-nt of 
national Government in India, schemes for the amelioration of the 
poor never dreamt of before have been taken in hand and tl^eir cost 
wiQfall on the upper classes. Even taxes on high agricultural 
incomes and death duties are not far off* 

Next there are clear proofs that the policy of protection, 
though halting and meagre in nature, has brought more gain in 
its train than loss. There has been a vast Increase in employment. 
Many resources untapped hitherto have been utilised. The sugar 
industry supplies an un^equivooal proof of the benefits of protection. 
The us© of bamboo pulp for paper would not have been possible 
without protection. In fact, it cannot be gainsaid that there has been 
an increase in the total consumption in the country as well as m its 
national dividend, small though it may be* 

13. A eriticism of the policy of discriminate protectton. 

There is no gainsaying the fact that this policy has enabled India to 
develop sonre industries and save others from destruction. Iron and 
’ steel, cotton, sugar and paper industries are deeply indebted to this 
pclicy. 

But this discriminating policy has met with strong criticism on 
the part of some Indian economists ^ Some would say it is all dis* 
crimination and no protection. According to Mr. B. P. Adark/)r, 

**Tb© discriminating protection in India.has vouchsafed nothing 

better than a perfunctory assistance, indifferently and grudgingly 
^rendered to industries whose subsequent development has beea left 
to take its own course/* The policy of discriminate protection has 
not fulfilled the expectations of Indians nor does it inspire confidence 
in them. The results it has produced in India during the last 
20 years can stand no comparison with what has been achieved in 
Russia and Japan in a short period. We are still predominantly 
an agricultural country far away from our ideal of industrialized India. 

The fact is that the conditions laid down for the grantirg of 
protection are too severe. The first two conditions seem to be 
inoompatibK If an industry enjoys all natural advantages, why 
should it not be able to grow without protection ? It will net need 
protection. The * third condition is merely a matter of opinion and 
imports too much of a personal element. Further why should an 
industry b© denied protection if it has no home market but a large 
export market, Also, an industry can very well thrive even if it 
hflSi to import some raw materials. But such an industry could not 
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get proteotioQ aadea: this eoheme. Not many iadastrba in 
countries can satisfy snoh oonditions and they woaid nerer ha^e 
developed if they had to sabmit to snob tests^ Moreover, this polioy 
can take into oottsideration only those industrias wbioh already exist. 
It cannot build new industries or bring them into ezistenoe. 

The constitution, composition, functions and the procedure of 
the Tariff Board are not such as to render effective and timely aid 
to the industries. The members are selected by the Executive which 
also fixes the terms of refereuos. They may like to be appointed 
again or seek some other official favour. People who bask in official 
sunshine cannot be expeoted to take an independent attitude. Even 
so their hands are tied by the terms of referenoe. For every indU3> 
try, a new Tariff Board is appointed. They thus lack width and 
continuity of experience. Thetr outlook is narrow and whatever 
experience and knowledge they gain in the course of an enquiry is 
lost, for, next tinie a new board is constituted. They are not asked 
ta look beyond a particular industry. 

It is Gomplaiued that the Board usually adopts too judicial an 
attitude and in their desire to keep the scales even, they fail to show 
full sympathetic unierstanding of the needs of Indian industry. 
Foreign interests must have influenced their decision when Imperial 
Preference was grafted on protection in 1927 in the case of steel indua. 
try and in 19J0 in the case of cotton textile industry. Besides, the 
procedure is too dilatory. The Tariff Board moves in a leisurely 
fashion from place to place and the report is prepared at- the 
convenience of the members and then the Government takes its own 
time. Sometimes more than a year elapses before the report is 
publishe 1 The Government devotes some time to the formulation 
of Its own proposals and their passage in the Assembly also requires 
some time. Such a slow-movmg machinery cannot be expected to 
meet the situation on the oommerotal front which uudergoes rapid 
changes. The industry may be dying but no timely relief 
can be given. It is a case of Nero fiidiiog when B ims was burning. 
In several oases the recommendations of the Tariff Board~aa 
expert body—were turned down by Government. Periadioally 
recurring iaqairie.s import on element of unoortaiuty. It does not 
speak well of this polioy when we remember that earn eat, glass, eoal 
and oils, woollen and printers' ink industries ware denied protection. 
There are several industries which deserve encouragement, but have 
not yet bean oonsidared for protection at all, e.g, aircraft, automo* 
bile, ship-building, tanning, electrical goods, pharmaoeutios^, 
handloom weaving, soap, etc. 

In other oountrias like the O'.S.A. and Australia, there are 
permanent Tarifi Oommisslons whose duty it is to keep a watoh 
over the industrial field and take action if anything goes wrox^. 
'I’he Import Advisory Oommittse in Great Britain oan also aot 
expeffitious^. What is wanted in India is a large body of experts 
®®ioying independent and permanent tenure like the High Oonrt 
dodges who should have full diseration in the perfcermanoa of their 
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duties. They aboold be in a pasitioa to reader effeotire aid to 
needy indaabtiea expeditioosiy. 

in the end no fairer summing up and no better eo^estions can 
be given than in the words of Mr. B, P. Adarkar:— 

“first, the formula of Disoriminating Protection needs over- 
hauling; it should be replaced by a simpler, nwte sensible and more 
straightforward formula. The rigid oonditioua of that formula 
must be revised somewhat along the lines of the British Bafegnard- 
mg of Inuustries Act. The ooudition regarding raw materials, in 
particular, must be considerably relaxed. The best method of 
doing this wili be to judge the natural advantages of any parti* 
cular industry from the final figures for the costs of production, 
present and future, as oomput^ by the Tariff Board, and not 
piecemeal from the enumerated conditions of raw materials, labour 
supply, etc. 1 be third condition of the formula must be dropped as 
being of the nature of a forecast rather than a condition precedent, 
fciecoudly, the machinery and procedure of the lanfl Board 
must be drastically revised, and the present system of hurdles and 
Lottleneeks must be abolished facilitating a straight reference to 
ti e Board, which should have powers to initiate enquiries itself. 
The personnel of the Board also must be made more responsible to 
public opinion and the present predominance of the official element 
reduced. Thirdly, there must be a clear*out division between (o) 
JDevelopmentai Protection; (6) Safeguarding; and (c) the JEtevenue 
Tanfi; the purpose and function oi each being clearly defined 
and understood by ail conoorned, mcluding the Government. Fourthly, 
the revenue tariff, in so far as it affects the development of 
industries, must be subject to the review of the Tariff Board. 
Fifthly, from time to time, the Government must encourage the 
development of essential new industries by means of an "experi¬ 
mental taiiff *. if in spite oi the tariff, the requisite industries do 
not come into existence, it should be open to the Government to 
withdraw it.” 

14. Imperial Preference- Imperial Preference means "the 
expansion of Empire trade brought about as far as possible by the 
lowering of tariff barriers an between the several members of the 
Empire.”^ The idea bad been in the field for a long time. It was 
in operation in the old form as long ago as the 17th and IStb cen¬ 
turies in England. Preferenoe for the exports of the mother country 
was compulsory then. The new system, however, leaves the 
various units oi the Empire at complete liberty to regulate their 
tariff and then to allow some concession to the Empire goods volun- 
tardy. Thus, it was claimed by its protagonists, preference would 
involve no relaxation ol protection nor would it be of a type to 
invite reprisals. 

It was in IffOS that India’s attitude towards Imperial Preference 
had to be offioisdly defined for the first time. Taking into aeoount 
the obaraotcr and direction of India’s trade, the Govemmwt ooa- 
(fioded that the adoption of a preterential ar protective tariff would 
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be ptej^dioial to b.^ iotemts. lndi» vaa a d^tot ooonti? ond 
major portion of her net sonoal obligatioaB to Kni^aiMi were eeonied 
by an excess of exports over imports in her trade with non-BmpiCe 
countries. Thus there was a real danger of reprisals by foreign 
Governments of which the results shight have been ruinous. Lord 
(.‘urzon stated that India had something, but not perhaps, very 
much, to offer to the empire; that ehe bad very little to gain in re* 
turn and that she bad a great deal to lose. On later occasions, too, 
the Government of India consistently opposed a general system of 
Imperial Preferenoos, 

The Indian Fiscal Oommission considered the question in 1821, 
and remarked that the advantage of a preferential pcdicy wa« lik^ 
to be greater for imports of manufactured goods than for exports of 
raw materials. They held that it was not proper “that India should 
be called upon to bear an additional burden on top of di'Oriminating 
protection for the iurtheranoe of interests whioh are not primarily 
Indian.’ * The war of 101448 had, however, given so much strength 
to the idea of pooling the resources of the empire and making it ons 
strong economic umt that the Fiscal Commission, in spite thfiir 
conviction that Imperial Preference would be harmful to India due 
to the resultant increased burdens on the consumers, supported it as 
a practical policy and favoured preference on a few articles as a free* 
gift to England after examination by the Tariff Board and with the 
approval of the Legislature. They remarked, “ We would not have 
India in a position of moral isolation within the Empire; a free gift 
from India, however small, would be welcome as a gesture of 
friendship* and as a proof that she realized her position as a 
member of the Empire." 

In spite of the fact that the representatives of the Government 
of India had given their opinion against any general scheme of 
Preference for the empire as a whole, the scheme was put in opera* 
tion and some protection was given to imports of British steel in 
1927, and textiles in 19d0. Thus India had bo follow in the 
footsteps of the Go niaiajs whioh hid given extensive prefotenoe 
to the mother oouatry since I02d. 

15. Hie Ottawa Agreement, 1932- la 1932, India's ffsoal 
policy changed as the result of a change in the British fiscal policy. 
The United Kingdom discarded free trade in favour of protection 
and Impierial Preferences at Ottawa. If India did not follow 
Britain she was in for a loss. "The Ottawa Agreement between the 
United Kingdom and India served primarily as a measure of 
insurance against potential losses in the Empire markets."® India 
would have fared badly if she had not accepted the Pact after the 
United Kingdom had adopted protection with a ooinpreheim<ve 
system of E npire Preferences. India’s exports would have had to 
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f»oe severe oompsti^ion ia the Britiah market sad British tsriffii 
wonld have gone agaiost India in ease she had rejeoted the Ottavra 
Agreement, 

The Agreement was oonhrmed by the Indian Legislative Assem¬ 
bly in ltf32 for three years. As a result India gave TJ per cent 
l^eferenoe on certain classes of motor vehicles and 10 per cent on 
some other goods. Thus while the duty on some non-Empire goods 
like spirits, perfumes, electric bulbs, etc., was 60 per cent, British 
goods of the same type paid 40 per cent, British motor-cars paid 
30 per cent against 37| per cent, oa those of foreign make and while 
some other foreign goods paid 30 per cent. British goods escaped 
with only 20 per cent. In the reverse d'reolion Britain granted India 
a 10 per cent, preference on several commodities and allowed some 
others to enter free of duty.^ 

This i^reement was terminated by the Assembly in 1030, bat 
was renewed the same year. Then it oontinued till 1939, when the 
lodo-British Trade Agreement replaced it. 

16- Effects of die Ottawa Agreement on India. A controversy 
has lung raged over the issue whether the Ottawa Pact has resulted 
in gain or loss for India. The Oavernm-mt position has been that 
the Pact has been of inestimable benefit to India while the nationa¬ 
list view has given an equally emphatic verdict against it. 

That Indian exports to England and British exports to India 
dmold increase is bat a natural consequence of the preference policy. 

is, however, only a saperfi.oiai view, it is nut an easy job to 
oalhalate the precise effects of the Pact, for, we are in no position to 
say what the sitnation would have been if there had been no agree- 
lUant at all. Besides, the years during which this agreement ran 
were not normal years. The whole economic system of the world 
was top^-tarvy. There was a great depression. There was a rise 
(ff intense economic natiunalism in every country in Europe. Currency 
hlooa bad been created all over the world. In such a state of affairs 
iriien the economic equilibrium of the whole world had been dis- 
mpted. to stndy the effect of minor things like a Pact between two 
toantries ia almost impoHible. Dr. Madan has adduced figures to 
wove that the agreement had "a high insuranoe value”. The 
iffioiai view is that India gained more than what she gave. This 
ain is in moat oases deceptive. The chief commodities that gained 
rom the preference m the British market were rice, tea, tobaooo 
nd jute manufactores. The remaining preferred artioies did not 
how mui^ gam. On the other hand, the total number of British 
ommodities that were preferred in India was 162 and they all 
ained mostly at the expanse of Indian industries. Indian artiolos 
I the United Kingdom did not compete with any British products 
hatwiwyer. On the contrary, they helped British industry. 


1. !kor afuJt iltsouMiou of the groapiag of oommoiitis^ and theaCfoets at 
itttnuoe on thsir trad*, MladMi, op. oit., p. 51 ff. 
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It BMiy l>e farther inentioDed that It woe not Indian rioe that 
gained from preference in England but Banna rice said the benefit 
to tea and ^te manufactnrea did not go to the Indiana os such bnt 
to the Britieh growers of tea in Assam and British jnte magnates in 
Caioutta. We are constrained to say that the i^araoter of the 
trade was so canalized by Ottawa preferences that India lost in botn 
directions. The agreement was foisted on an nnwilling legislature 
and an unwilling country by the Viceroy. Our trade was directed 
into the empire countries and as a result we started losing in other 
important markets such as the U.8.A., Japan and the Continental 
countries of Europe. The Pact could have been called useful if the 
Indian trade with non* Empire countries had not oonfcraoted. , 

17. Industrial Co-operation. This co-operation (which is the 
basis of Empire Free Trade or Preference Scheme) between India 
and the United Kingdom could only be on the basis of the latter's 
recognition of the fact that India was going to industrialize hersrif 
and that England should content herself with supplying India's 
needs in the way of capital goods, maohine tools and fancy goo<k 
of a quality India is yet incapable of making herself. When India 
can manufacture these the United Kingdom should adapt herself to 
supply the changing needs of India. The Indian market is a vast 
one. With a rise in the standard of living of Indian masses, their 
demand for superior goods is bound to increase, thus providing a 
changing but ever-increasing opportunity to the United Kingdom 
for marketing her goods in India. 

18. The Mody-Lees Pact (or the Bomlmy-LancaiUre 
Agreement), 1933- A British Textile Mission headed by Sir William 
Clare Lees arrived in Bombay in September 1933. It negotiated aa 
agreement with Mr. (now Sir) H. P. Mody, President of the 
Bombav Mill-owners’ Association. This Agreement gave considerable 
differential advantages (preferences within protection) to the United 
Kingdom and “arranged for the extension to Indian goods of many 
advantage-* secured for British goods in Empire and other overseas 
markets as well as for India’s participation in any quota allocated 
to the United Kingdom^. It also promised effective action to promote 
the use of {nd>an cotton in Lancashire mills. The agreement was 
later embodied in the Supplementary Indo-Britiah Trade Agreement 
in 1935. 

19. Supplementary Indo-British Trade Agreement, 1935* 

In January 193.’5, a supplementary agreement was signed between 
India and the United Kingdom amplifving the 1932 Agreement and 
granting further privileges to the British industry in India. Its 
important provisions were as follows 

(a) That the protection given to any industry should not bo 
greater than vas just enough to make the selling {Wices 
of goods made in India equal to the prices of imported 
goods and wherever possible lower duties shotm be 
levied on British goods. 
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(b; tbjB^ when subsiantire protadli 00 wm to be giToii to 
&By [odtao industry, full opportunity should be given to 
ooucerued British industries to argue the^r ease before 
the Tariff Board ; 

(o) that even during the coarse of protection a request by the 
British Government should move the Government of 
India to review the situation and revise the protective 
rates, if so needed ; and 

(d) that the British Government undertook to popukrfeo 
the use of Indian cotton and to continue to import 
Indian pig iron free of duty but only so long as the 
current preferences on British steel in India continued 
at the same rate. 

The Agreement was thrown out bv the Indian Legislative 
Assembly but was certified by the Viceroy and continued in 
operation till 1939, when some redundant clauses were allowed to 
lapse and a new Agreement signed, 

20. The Indo-Britith Trade Agreement, 1^. Negotiations 
between the two parties went on for a long time—about ^hree years— 
before a Bill was presented before the Assembly to replace 
the earlier pact. It was rejected in toto by the House, but was 
again certified by the Governor-General, thus proving that the 
fiscal freedom granted to India was In name only. Its main 
provisions were as follows :— 

(1) India granted 7| to 10 per cent, preferences on 20 articles 
imported from the United Kingdom, e.//., 10 per cent on chemicals, 

t paints, sewing machines, etc. and 7| per cent, on motor-cars and 
cycles. 

(2) The exports of Indian cotton to the United Kingdom were 
linked by a sliding scale with the imports of cotton piece-goods 
from the United Kingdom.^ 

(3) Moat*favoured-nation treatment based on preferemes was 
mutually agr^d between India and the other Empire countries, 

(4) The United Kingdom on her side gave preferences rangiog 
between 10 and 20 per cent, on some scheduled Indian goods and 
allowed free entry to a few others when similar goods of a 
non-Empire origin were being taxed. Indian pig iron was given a 
free entry till i941, when duties might be imposed on it if India 
impose4 duties on British steel, 

Ths Agreement Bevietaed. The mere fact of the certifi¬ 
cation of the Agreement by the Governor-Geneial aroused keen 
resentment. It also met with the disapproval of Indian com¬ 
mercial interests. The recommendations of the non-official Indian 
advisers for protection of Indian shipping and banking coaoerna 
agdNt British disorimination were turned down. It is believed 
Ibat ^lle the benefits aocmfng to tlm JBrlttsh industr y as a result 

1. For details of the soak see B. F. Adarhar. up. cit*. p* Cgll* 
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of the Agnvmmt mr» <^h<»e wbioh India gained “ bad 

mainly a negative inenmnoe value/** 

The eliding aoale arrau^ment linking np** exports of <miton 
piefce^goode firom the 0nited Kingdom to India and exports of ootton 
from India waa nothing leu than ‘‘ heads I wiO« taiis you lose** 
kind of baryta in favour of the United Kingdom.'* The Indian 
goods alto wed a free entry in JSngland, jnte, myrohalans, iat> 
and mloa, were a monopoly of India and were raw materials 
nee'^ed by England. Moreover, a large number of Indian oo^ 
moditios which received preference in the United Kingdom, met with 
severe oompetition on e<|aal terms from within the Koapire while 
the United Kingdom enjoyed exclusive preferenoe in India.* 

The Agreement was, however, a distinct improvement on the 
Ottawa Pact of 1932. Altogether, the scope and degree of 
preferenors exchanged appear*^ to make a fair deal The case of 
cotton was diSereat. The dice were heavily loaded in favour of 
the U. K. in the prescribed sliding soale. It wonld be well to retnam* 
her that India could not afford to be outof the preferenoe circle 
as otherwise her exports would have met with heavy duties in the 
Empire markets, the only sure thing in an unsure world. Uon- 
si lericg the fact, however, that the United Kmgdom gained It 
would have been better if she had removed India’s gennitm 
complaints and secured her goodwill. 

21- Pre-war Bilateralism in India’s Fiseal PoBey. (t) TAe tmia- 
Japxn’se Paat of 1934, In addition to India’s bilateral relations 
with the United Kingdom as disoa<-sed above, she oonoluded a trade 
agreement with Japan in 1934. Japan bad greatly d'predated but 
currency. Her exports of cloth put the Indian industry in a 
very precarious position. Even a duty of 50 per cent, ad valorem 
on imports of non British cloth imposed in 1932 did not mei^ 
the situation. The (loveroment of India gave the necessary six 
moDttis’ notice to Japan to end the most favourod.nation relatione 
ship entered into with her in 1904. The denunciation of the Indo 
Japanese Convention moved Japan to bovoott Indian cotton and 
enabled the Government of India to raise the duty on fordgn 
piece-goods to #5 per cent ad valorem, 

A Japanese delegation oame to India in October, 1933, and 
a new element was signed between the two Goantrice in 1834. 
It connisted of a Oonveniion and a Protocol, tbe Conveniaeni 
provided for the extension of most-favoured-natian treatment to 
each other while both parties reserved the right of levying specisl 
enstoms dutiei when required to correct the eSoots of «aan|^ in 
the value of the yen or the rupee after January 1, 1934. The 
Protocol linked the imports of Japanese piooe-gooda on the basis 
of a sliding quota with the exports of raw cotton from India. 

1. JaiUar «ttd Bari- -tudlan Economics, N’ot. II, p.CsO. 

2. B P. Adwkar, op. oit. p. sBj. 

», Maditti, op, oit. p, 848 
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Tiie OQ JFaiumese pi«oe-fOod« inks k>ip«r«d frcnn 75 {>«r CN»ot 
to 50 jfw omt ai vajorefR. 

the maoTcd »U bttiterii«« df feeling between il&e two 
Qountries lutd benefited both the Indian grower of cotton a« well 
a* the ilaftanese manufeotnrer. 4s time passed the Indian ipilb 
owners, bowerer, eompiained of evasion of the spirit of the treaty 
by Japan, for she started exporting large quantities of enttings 
oi cloUh pieoee known as fenta which were not only ontside the 
quota, bat also paid a tower costoms dnty. Japan farther 
enlarged her exports to India byeending ready-made ctotihes and 
attificisd siflc goods which too were not inolnded in the quota. 
Further, cloth of greater width than a yard was exported to India. 
In feet, all kinds of ingemons plans were adopted to sell in the 
Indian markets more than the prescribed quota of ideoe-goods. 
In addition large qtiantitieB of all kinds of misoellaaeons goods 
like crockery, oyotes, toys and nmbrellas wre dumped into Indie 
thus doing great damage to immature Indian indostries. 

(li) 2'4« Naa Indo~Japane«e Agrtement, 1937, All the 
above-mentioned points ot critidsm were taken into consideration 
when the old treaty was over and a new one was to be drawn up 
in 1936. The need for inolnsiou of/eMis, artificial silk goods and 
made-np eotton clothes in the quota was urgently stressed by the 
qcm-offioial advisers. But althongb the negotiationa were 
protraeted, the new protocol retaiaed the featnres ot the old one. 

The basio quota was reduced but the reduction was due to tbe se¬ 
paration of Burma from India, and was not nearly enough, as Burma’s 
dtare had been fixed mudt higher at the time of tbe om Agreement. 
Ihe Oovernment either could not or did not nse their advantageous 

d tion in reslrioting Japan’s dmnands due to their anxiety for tbe 
an cotton grower, f i ey ^so failed in including the misoellaneons 
exports of Japan in the quota, ntw were the vacions loopholes 
for additiodal mcpoita of cloth dbsed except that a percentage of 
piece-goods was f^ed for tbe quantity of /enfe. 

Under the new Agreement. Japan wmtt on expenting all kinds 
of textile and non-textile goods in increasing quantities while her 
offtake of Indian cotton was more ot less the minimum required to 
satisfy the quota prescribed. The Agreement was to be reviewed 
and revived in 1940, but the mqpjtiatknu broke down and before 
anything could be finidly settled tbe war intervened. 

(t»t) The InithBwnm Trade Agreement, 1941, Since the 
sepwatioa c£ Burma from India in 1987, till 1941 when an agreement 
was finalfy signed, the trade between the two countms was govern- 
-d by a Ee^ilation which maintained the etatue qm. The new 
Agreement gave a 10 per cent, margin of preferenoe i^inst Empire 
goods and 16 per cent against non-Emidre goods. ITte Bunnese 
iMiner and miner gained cmMiderably as rice, gums, timber and 
ores were admitted into India duty-free. Tbe lodiaa manufectuiei 
of sugar and cotton also benefited from privileges obtained in tbe 
Burmose market. It would be well to remmnbev, however, tbm 
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Tndiau imports from Burma for exoeeded in rsJue Iter totai exporfo to 
that ooQOtiy; fafooe Boma derived a greater total advantoge 
than India. But India needs Burmese rise and raw 

produea. 

vSS2. Post-War l>orelonin«iits.~(4) Tariff Board, Dmhpmontr 
and npemtionf after <A« Partition, For the first time in its history 
the Tariff Board in India was entrustodin Novemlunr 1047 with 
i-ertain duties and fonotions in addition to its old normal funotioos 
of investigsting into olaims for proteotjon and of tariff equalistoion. 
The Tariff Board now oooupies a position similar to Tariff Bowcda 
to the C7.S.A, and Australia. The additional fonotions of the Tariff 
Hoard as reconstituted in November 1047 wito a Presidmt and two 
members, are as follows;— 

(1) To report to the Oovemment, as and when required, 

faetors that lead to inerease in the cost of prodnetion of 
Indian mannfaotiued goods as against imported articlee. 

(2) To advise the Government, as and when required, on mo- 

asnres whereby intomal produotion may be seour^ on the 
most economical cost basis. 

(3) To enquire, as and when required by the Qovemment, 

into the omt of production of a oommodity prodneed in 
the oounWy ac^ to determine its wholesaie, retail or 
other prioes, and to report on the same. 

(4) To reoommmid to the Government, as and when required, 
measures neoesaary for the proteotion of India’s industries 
from damping from abroad. 

(5) To undertake studies, as and when neoemary, on the effects 
of ad<«aIorei» and specific duties and tariff vs]aa*4(m« on 
various mrtioles and the effects on tariff oonoessiona gcm'^ 
cd to otoer countries. 

(6) To report to the Government, as and when nseessaiy, on 
eombinations, trusts, monc^liea and other restraiuta on , 
trade, whioh may tend to effeet the industoies entjovluf 
proteotion by restriotii^ production, or maintaioittg or 
raising prieesv and to suggest ways and means of prevent¬ 
ing such praotioes* 

(7) To maintain a eoatinnous watch ovm the profress Of 

proteoted iadnstries by oondnoting enquirms, as aM whmi 
neoemary, on tbs effeots of the proteetive duties or otlmr 
means of assistanoe granted, and advise the GOvernomit 
r^rding the neoessity or <^berwise of modifying the pro> 
teetion or asristanoe gruited t to keep a earefol watch to 
ensure thatcomlitioim attaohed to the grant of protection 
were folly imj^tomented and tint the {wototoed indtmlries 
were being ran «ffimen%. 

- .. present Board has been asked toOondnot enquiries fado tile 
Ollowibg indnstrisB: 
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i. Tariff ; 

(a) EJastio goods including me aiding powder used in tiit« 
manufacture thereof; 

(h) glaM and glassware, including bangles , 

(c) slate and elate penolls; 

(d) hydraulic brake fluid; 

(e) ruegnesiutn ohlodde; 

(f) sericulture; 

(g) artificial silk and cotton, and artificial silk and znixe<i 
fabrics; 

(h) gold and silver thread and wire ; 

<i) sugar; 

S. Price enguiriea : 

(j) cotton cloth and yarn ; 

(k) steel ; 

(l) paper; 

(m) sugar; 

(n) superphosphate. 

By the end of 1948 the Board had completed seven enquiries and 
has submitted reports to Oovernment. Others are in the course of 
laeiag submitted. 

'lire new functions devolving on the Tariff Board make it clear 
diat the Oovernment is keen that the interests of consumers should 
h» safeguarded. The Board has undertaken a review of bicycles 
(re. stf»ck position), caustic soda and bleaching powder (re. subsidy) 
and ealcinm chloride {re. protection). Reviews of other industries 
are to be nndertakep. As a result of the Board’s recommendation, 
mgar industry has bten given protection for one year more, and its 
position eould be reviewed again in 1950. 

In India new tariff problems are taking their rise every day. 
New methoda of trade control have to be devised. The Board will 
serve a« a& e|tp«rt agency to advise the Government in foreign trade 
and wiU' establish “its integral and almost indispensable role as 
investigator and adviser on the whole gamut of tariff problems*'. 

(B) Fiieal Poiiyp. We became a free nation only a couple of 

C kn back. Numerous problems face us. Obviously we can no 
ger be content with exportjog primary commodities. That way 
we ean neither raise the standard of living of the masses nor achieve 
the ideal of full employment. It is, tbereforej imperative that we 
giutuld incamse our exports. 

As regards imports India is in a cleft stick. Her population is 
ineiWHting rapidly, while the production of foodstuffs has aetuaily 
dNfiiued. Henoe she has had to import huge quantities of food- 
sttihi. We must eurtoil these impiwts. The Government have 
rashsed the urgency of the matter and have confidently stated that 
have schemes in hand wfaitdi will enable India to be free of 
PMige imports .by 1951 at the latest. But to do so we n<»d traotoro, 
tMsialesI msnures and eleotrlo machinery fi*om abroad. 
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Dae to the pertitkai, lo^ia baa loat ber beat areaa for tbe |»ro> 
daotioa of loag^atopla cotton and Jute. She ia, thercdbre. oompetted 
to import large quaatitiee of rav materiala, too, from abroad. Strena* 
ona enorta are being made to produce them in India, bat focd greina 
are the firat priority and it wilt take a pretty long time before we 
can produce enough raw materiala like eotton and jute to meet oar 
needa, 

India ia not yet in a position to eonetniot maobinery and 
maohine«too]a need^ for iodnstrializing beradif. Sbe baa to depend 
for these on foreign oonntriea. Uaid ourrenoy ooantariea are in a 
poaition to aatiafy India's needs in this direoticm brat bat India 
cannot find enoogh dollars, to pay for them through her ordinary 
exports to them She baa had to borrow from tbe I.M.F. tem¬ 
porarily but she cannot do ao for ever, bhe cannot have her aterliog 
aamts converted into dollars. Therefore India baa to reorientate 
her fiscal policy to meet her urgent needs for food grains and agri* 
cultural and iudustrial machinery. World War II resnlted in» 
plethora of money in India amounting to inflation. To absorb 
surplus money and to cbeok inflationary oonditiooa consumer goods 
of all kinds, for which the people of India had been starving during 
war years, have had to be imported. 

Tbua India baa to find sufficient amount of payments for her 
food grains, plant and equipment, industrial raw materiala and con¬ 
sumer goods. To do so we should increase our exports both of raw 
n atermls and primary o< mmoditiea we produce, as well as of those 
of our manufactured goods which are acceptable abroad. 

For this puiprse we should carefully nurse our new markets for 
piece-goods in the Middle Ea'-t and elsewhere. We sr*> having heavy 
deficits in our trade with the U.S A. and other hard correnoy oountriea. 
We should take special steps to encourage t‘xp>rts to these countries 
in all poi-sible ways. Brasaware, cotton and silk embroidory, and 
gold and silver embroidered goods, ivory carvings, coir goods can be 
profitably exported to dollar areas. It does not matter even if we hare 
to curtail some exports to soft currency areas in the process. The 
Government of India have lifcen changing their fiscal policy accord¬ 
ing to the needs of tbe moment. 

With independence secured, India is free to adopt whatever 
methods may be essential for its industriatization. She has, no 
doubt, signed tbe Charter ofthel.T.O. at Havana along with S2 
other nations. She has agreed to a multilateral system of trade. 
Being “ economically backward ” she is allowed certain pnrilegee. 
Thus she has been able to enter into bilaterid treaties for exchange 
pf goods with a very large number of countries iooluding Jap*Q, 
Burma, Australia, Afglianiihtan, Iran, Egypt, Czeohoalovakia, 
Yogo-lavia, France, biz mal part of Germany, Sweden imd 
^e D.S.A, She is also permitted to encourage iodigenous industrial 
by *• reasonable protection. ’* Her now Tariff Board resembles the 
md one In name only. It bas wider fanotions and for 
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WM created, it octHifaes the position it 
(monla nave at its inoeption. There are ii^ioataoos t^t import 

and export controls will be maintained in India for an indefinite 

pet^ to aeeore ‘‘difiloalt ” exchange for pnndiam of capita! 
egmpmmt mid technical personnel. Things are in the cooiae of 
The OoTernoieot of India have, therefore, 
appomteda Fiscal Commiesion—an independent non-ofiSoidl body 
anaer the presidentship of Mr. Krisfanamadiiim to review 
we pre^t policy of discriminating protect’on and lay down 
maples of protection in the light of the existing sitoatioa 
Whjpartionlw reference to the country’s international obligations. 
4 ne Oommiesioa is thus expected to cover tbe whole field of India’s 
asMj^ policy and to remlentate it in time with world changes and 
inoia a j^esent reqnirwnmits. 

It may be pointed out that even Ibongh inland trade is 
more important to India than to many other ooantries, yet she 
^n^ imlate berself from the rest of ♦he world. With growing 
f India will depend more than ever before rm 

« V ninst import capital goods, technical 

Know-how iodustrial raw materials and even capital from 
peesce primary commodities will steadily lose 
mpoitance in India’s export sheet, and manufactured and semi- 
wanumetor^ goods will replace them For the latter India will 
nave to find new customers in the Middle Ba*t and Far East 
^ntries which are Industrially undeveloped. Thus India’s trade 
wm eeaume naiMro of a multilateral character than otherwise, 
io some i^untme she will sell her mamifsotores, from others she 
wuj materials and from still otheri her 

®^>tw equipment. India will thns work towards a liberalixation 
vj !***•*•■ * perpetuation of harriers. Even during the 

penod when India’s indnstrieB are being built up and pPoteoUon 
m tweded to build them, India’s links with the rest of the world 
are very wide as is evident from the large number of commercial 
^*i®8 she has entered into. India is not particular where she 
nye her |:|ieds or where she sella them provided she secure* 
fv M * u what she has. In tl>e words of 

w, Mattbai. in response to any reasonable appeal for economic 
^operation, “ a free India cannot return a blank negative without 
Mmging her position in the eyes of the rest of the world and 
without ultimately stultifying herself.” 

Farther Reodiofa Suggested 

J. Indian Economy Today and Tomorrow—An American 
Study. ‘ • 

2. India’s Foreign Trade—'Gangnli. 

^ l^ade-N.PC. 

4. Trade, TarifiSi and Tmnaport-K. T. Shah. 

5. IMia Before and Sines tbe Crieia—Brij Naraio, Vol, T e,nd 



XISBUN FISCAL POLICY 


! 


6. Indoatfiftl Probleioa of lndi»~^P. C. JFam. 

7. Indi&D Fiscal PoUoy—B. P. Mulcac. 

8. Fiscal Po«oy~l).K. Malhotrft. 

9. Indian Foreign Trade—Indian Trade OommiBsions. 

10. India and Xmperitd Prd^noe—B. K. IftadwB. 

11. Trade in &>ath>Ba8t Asian Oonntodes—Obate. 

f'nie Oommeree 'j 

12. < ISie Bastem Boonomist. >■ Weekly joitmahi. 

1,^ Indian Finance J 

13. The Review of the Trade of India, 1943<44. 

14. Beport on Banking and Currency, 1647-48. 

15. Monthly Abstract of Statistics—Government of India. 
10. Indian Year Book—1948. 

17. Hindustan Year Book—1949. 





CHAPTER XXVI 
BANKING AND CREDIT 

1. Introduction, Indian banking is as old as her trade sad 
QOmt&erce. The laws of Manu show that banking was understood 
and practised long before Christian era. Chimakya’s Arthcuhasira (the 
$cdenee of Money) mentions the presence of bankers in the times 
of Chandragnpta Maury a. 

Bankiog and credit received severe blows from the MusliBi 
invasion and oeoapation of India. Many old banking honses sorviv. 
ed, however, and performed important financial services for Muslim 
princes and courtiers. The names of Jagat Seth and Oma Seth 
are well known in the history of the Nawabs of Bengal. Even the 
East India Company made use of them to borrow money and to 
remit it to distant places m India. 

Even today when the Western banking system has so thoroughly 
established itself iu the country, no picture of Indian banking 
would be complete unless tba old indigenous banker and money¬ 
lender are prominently painted in. 

A study of the problems of Indian banking is highly important. 
Unfortunately, complete banking Btatistics are not available. The 
shrofis in the city and money-lenders in tho village do not publish 
any accounts. Many of the non sobednled joint stock banka, too, 
which exist in large numbers and are incorporated under the Indian 
Companies Act of 193B, neither publish any returns nor supply them 
to the Reserve Bank of India. This paucity of data stands in the 
way of a thorough comprehension of the problem and the eradica¬ 
tion of faults from the existing system on a seientifie basis. 

2. The Constitaents of the Indian Banking System- The 
Indian money market and banking system are composed of the 
following members:— 

{«) ZadiKaneuii bankers. (/) Foreign exohange banks. 

(6) Oc-op rative banks. (f) I'-siiraooe eonapaniss. 

<c' t-and mortgage biwks. (a) The Reserve Bank of India, 

Post Offtes savings banks. (t) Stook and bullion exohanges. 

(e) Joiat stook banks including 
tb^ Impierial Bank. 

Sometimes post-office savings banks and insurance companies 
are not included in the frame-work of the Indian money market as 
they are suppo'-ed to perform special forms of banking business. 
But any institution that collects money from some and lends it to 
others has a right to a place in it. The Indian money market, unlixe 
tfao British money markets, is very loosely hfld together. If* 
<^B|age money tmidw whose only business is to lend his family funds 
is a part of the banking machinmy, so is am insurance eompany that 
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oolleotf mOIioiia from indiridiaais wad investe them in Ctovenunst^ 
itnd otb« approved aeotiritiea. 

3. Tim In^portaaee dc bdigwipin Bonken. The aorvivori ot 
the old iadigenoos baokiog aystem ia iodur are foaad earrying on 
their age>old operatioaa ia diffaraat part# of the ooaatry under 
different namea. In Madraa they are oatled Chettya; in the Punjab 
and the 0. P., Sahnhar, Mahajan and Kbatri; in Sombay Staroffi 
Marwari and Multani, and in Bengal Seth and Baniya. , 

India has more than aix lakht and a half of inhabited plaoeii 
oat of which 4,230 have a population of 5,000 and over. Qf theeo 
only 140 had any banking faeilitiea in 1916, 339 in 1926,511 in 1^36 
and 736 in 1939. Most new branches are opened ia the np-oonatry 
distributing oentres or the great ports of India which already enjoy 
banking faeitities. Out of the 743 new braocims opened daring the 
war yetura, only 2S8 are ut plaoos which bad no bank in lsi39. 

No less than 87'2 per cent of the population of India Urea in 
rural areas. Two out of every three persons are direotly depen¬ 
dent on agrioultnre which is thus still the pre eminent oocupation 
of the people, in spite of the recent advanoe in urbaniaation and in¬ 
dustry. The supply of credit in the villages, therefore, far over* 
shadows all other Idnds o^ credit. Most of tto towns and all the 
sis. lakh and odd villages are without any banking facilities and have 
to depend either upon the co-operative society or the money-lender 
for the supply of their doanciat needs. In 1945, the number of 
agricuHarai credit societies WM only 115,780 with a membership 
of 5 miltion—a bare 7 per oani of the total agrioultand 
population.^ Despite the keen oompeMtion of oo operative 
societies and despite the heavy losses and difhoultifS of the 
last depression, the money-lender and the indigenous baok<^ 
still continue to be the backbone of India's rural fiuanee.”* 
7he number of mcney-lenders and indigenous bankers in India kt 
19il came to no leas than 3,29.000. The total amount of ntrsl 
debt has been estimated by experts to be 1,290 orores of mpeew 
The working capital of the 115,781) odd •agricultural credit 
sooisties was oafy Rs. 30,63 lakhs in 1945* The co-operative eredtl 
movetrent bee undoubtedly great potenUalitiee In the fntuiei 
but so far it has todehed only the fringe of the rural ceadit {utdilea 
abdthe money-lender is still paramount in the viilagei. 

A Basiiiessftf the Village Money-leader- In the village hh 
finanoee the agriouiturist for productive and unproductive purpiJMM^ 
buye hte mopaud movee it to the Mandi, Hs suppitcs the needs Self 

1. It is estimated that 5 tailUdU niiMnb»rs,will have 180 mittiost dswsih) 
dast^ Um totel b^og 70% of the agrimiltural poputaUcm, 

1* Pr. u. C. Jain distinguish^ be. ween a mmv’y-ltadnr end an todffeOiein 
baiwer. !l'ha foroMWonly makes loans, while the latter feerfve* d*>» 

posits end deab ia HcuMis in addUloa. ^‘idonetaiy FttdiiaisissfXiKitta** 

A M«»•Bj«--^Mf«d**ll Benklne la India, n. lie. 
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the attisen hi the way of r4w matwials and very often tnhrkete hiR 
•mam too. In times of fomine and soareity, at the birth of a son, 
or at the marriage of a daughter, he is the ref Oge of the zamindar. 
in fiiet, he is truly the oostodian of the peasantV honour. 

^e oommereial banks are not in a petition to establish direct 
ooniaot wiidi the oultirator cor can the eo operative societies fill in 
the gap. It remains then to be oonaidered how the indigenous bankwra 
ean be usefaUy employed to mediate between the money market and 
the peasant. Their rates are high, bnt their risks are also great. 
The ordinary peasant is either too poor or too improvident to have 
hny ready mcmey in reserve whieh he ean use in emergeney. Thus 
the need for an agenoy to supply oafdtal to the needy is urgent. The 
bankers, therefore, eannot and should not be eliminated altogether, 
but their questionable practices should be strictly curbed and their 
bumness related as is being done in all parts of India by legislatioR 
on mcttey«lending and rural indebtedness. They should be made 
to keep thmr accounts in a prescribed manner and to throw them 
opmi to the inspection of commeroial banks in their vicinity, when 
called upon to do so. They would thus be eligible to reoeive aooom* 
modation from these banks and in case of need from the Reserve 
Bank.* The Reserve Bank has special responsibilities for the im* 
provement of agricultural credit. Under its help and guidanoe the 
provincial oo-operative banks and the commercial banks could work 
together for the eolation of the rural finance problem. 

S. The Indigenous BanJmr in the Town. The indigenous 
banker's is a hereditary business carried on mainly with family 
funds. He, however, does receive deposits and pays a higher rate 
of interest for them than the bank. He engages in trade and serves 
as an agent to distribute goods in the country as well as to move 
crops to the ports. He buys Sundia drawn by business men, eharg> 
ing thmn a higher rate than the bank and appropriating the differ* 
«noe as bis profit. He also finances the trader and acts as a link 
betwemi the bazar and the commercial bank by discounting Huniie 
and getting them rediscounted by the bank when be is in urgent 
need of funds. He lends moimy l^;a{nHt any kind of security, 
bullion CHT jewellery, goods or personal oonfidenoe- He aeoommodatos 
those who %bt shy of the uniforaaed peon at tbe gate of a joint* 
stock bank and of the critical eyas of the man behind the pedisbrd 
counter, but at higher rates. As Sir Oeorge Schuster remsiked, **lt 
is impossible to overestimate the pnrt that indigenous baidceia |div 
fn tbe wb(de of the bamking and oradit maohinery of India. It 
wo^beno exaggeration toaay that bit part of the orgmdzatioD 
e^glnsents 60 per cent or mcMre than 00 per oeot of tbe wfadie.” 

0. The IqnlSiHMias Baidmr and the Reaenre Bank. Itiam 
.4ctttial. therefore, these bankers should be put into gemr uith 
the modem maiket to supply credit and banking facOities to tbe 
people of India on reasonable rates. 

Provopb s "Shahi tiaa pM mhi», r«dak tine gat naJk^n.**' 
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Sir 3.3. Taylor, aoma^me Govemor ot the Beswaa Bank, drear 
up a eeheme to link tip the indlgenona bankers mth the Boeetmt 
Bank direct and spggeMed cert^Q oonditioDe for their indnskm tsi 
the Bank’s approved list. They wwe dronlated to the main |<dat 
atook banks as irell as a niunber of indigenous bankers for opinioap 
These were oooflidwsd to be too stiff by the, Shroffs’ Association 
Bombay and other oommeroial organhsations. Aooorduigly wwe 

toned down and ohanged into the following :*» 

(a) The indigenous bankers who operated with Its. 2 lakhs as 
capital and wejre prepared to increase it to Bs. 6 kikhs '*witfain five 
jrears were to he put on the register of the Eeserve Bank’s private 
bankers. 

(b) They were to shed off all their nombanking aotlvities within 
a certain period and’ to engage in joint stodk banking business, 
especially securing deposits, 

(c) They most maintain proper aocoonts and have them audited 
fteriodioally. They roust also be open to inspeotion of the Reserve 
Bank for determination of their finanoial status and regulation of 
their business on the right lines. 

(d) Their baiance>eheets must be publisbed in the interest (ff 
their oustomera and periodioat statements submitted. 

(e) In return they were to have the privilege of having their 
{wpers directly rediscounted with the Reserve Bank, the ri^t to 
obtain advances against Government paper, and remittasee facilities 
similar to those open to the scheduled banks. 

Indigenotts buikers not eligible for aroseas to the Reserve Bank 
under the above scheme might join together to form Dboount 
Companies within a limited area and have their papers redisoounted. 

The replies received were generally unfavourable. The indigen* 

bankers felt that the privilege of rediscounting of their papers 
with the Reserve Bank was not valuable enough for them to give up 
their hereditary banking aotivitlee. The Bombay Shroffs’ Aseociatioit 
were net willing to give up dealings in gold, silver, and (UTtaments. 
Nor were they prepared to publish presoribed retnros as they 
believed that would do them more harm than good. 

As a consequence of the rejection of the Bank’s pcoposide, 
farther progress is at a standstill. With the nationalization of the 
Reserve Bank it is possible that progress may be made in this 
^reotion in tl>e future. It is essential that the banhen should fall 
in line, ultiroatdiy shed off their non hanking aotivitics at^ take to 
^mal presoribed bauking methods in their own interest as well as 
in the interest of the advance of banking in India. In IJI4S, tiiere 
w«w only five indigenous bankers who had taken advantage o| tha 
Reserve Bank’s offer and had been given remittance fSteditW 18a 
aon*sebedaled banks. 

7. Ce>ojperiAiTt and Land Montage Bindni. Short*term and 
wiermediato credit is supplied* by oo*operative some tbs and nfiionst 
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til 41 m irillages* > TIm {NMblem of l(mg*4«nB carodit is omdul so fsr as 
• gifeohora is oanoented. It is the faaotion of ttie IsumI Mor^gsgo 
milk {a} t0 8ti|>ply losns to deserviog zsmindar to rele&se Mol 
IroiD file stfBttgC'^ld of tbs bcmiya Aod to set him up on bis tegs 
AgAia ; (6) to buy '• oi»ble him to introduo* 

•aoti oofeti^ iMproTemente on bis land as are beyond bis otm poohet. 
We bave already discnssed these in the Chapter on Co-operation. 

8. Post Office Sanngs Banks' These were establisbed in 1883 
irith the object oi encouragiDg the bahit of thrift in the poor man. 
The total number of bead and snb branobes of these savings banks 
was about 27.000 in 1945 when India was undivided. With six and 
a half lakhs of inhabited places in India, it means no more than one 
hank for every 24 villages. Their achievement has been great but it 
does not aibouQt to much as a whole, the total outstandings in the 
Savings Banks being Bs. 147 crores on 14th August, 1947. At the 
end of 1948, the outstandings for the Indian Dominion alone were 
Ba. 27 crores, not including its share of previous outstandmgs. 

The Centrsl Banking Beport n^maiked : **The man in the re* 
mote interior has yet to be reached. Slender savings and small men 
have yet to be garnered.'* India compares very unfavourably with 
foreign countries so far as deposits per head go, aa the following 
dgutea wiU abow 

TABLE I 

Postal Savinffs Deposits in Some Countries 

Hsine of Pop*>I«tioii*i« Uepo*it« in mil- Deposits ]:-er 

oountri' millioiMi tioas ut rupeee beiid la rupee** 

Canada ... 10 63 6 

lheU.».A. ... 112 33.44 80 

Tba U.K. ... #4 48, ^0 08 

gapao ... 60 38.32 64 

India ... 380 S.233S I,2S 

•llie figures are approximate. 

It haa been suggested that these savings banks could he 
Imiwoved (a) if the limits imposed on deposits of money were raised 
and other privileges granted, and (5; if the tiinda could be operated 
by deques in Indian spoken languages. 

^Che first suggestion has been adopted by the Government as 
(be annual limit of net deposits for every aocount-holder was raised 
from 1^. 750 to Bs. i.5fi0 from 1943. From August 1942, the 
^vings Banks started accepting cheques in their transaotions. 
Wommi have also been allowed to open accounts through their 
ageats from 1943. Since then there has been a marked improve* 
jMen tjn the volume of small sayings and the campaign lanuehed 
- |he Central Covernment and pursued by most ol the provinses has 
Met irtth some snocess. Certificates were sold in yilh^es by autho 
itiKd agmits of CMvemment on eommissioa basis. 

I, jtoti»p~-fbs Wmld. X. B^Mwt oB CluiveDaji’and FjiisnDa, l94t-48. 
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fhe Mooed niggetfiiion is mot feasible as the lceepi»g of aeeoanls 
sroald be beyond tbe oapaoity of the pieseftt siogle derk, e pootijr 
psid man, in amall post offioes. 

Mfftdi o/ fJis War on Banhr. Tbe oothreak of tbethUr 

saw heavy withdrawals from tbe Postal Saviegt Banks as well m 
hurried enoashments of Postal CSash Oerii&oates owing to nemmsneai. 
By 10i>3, things settled down and eoafidenoe was restored. Deposits 
in these banks started Uuneasing and readmd tbe figure of orer 
Be. orores in 1844-4d. Sinoe then they have.gone up to Ba, 147 
erores in 1947*48 (for combined India). 

In April 1941. a new scheme of Poet Office SavhigB Bank 
aocounte. known as the Indian Post Office Defence Savings Bank 
accounts, was iotroduced. Its attraction was j!| per cent rate of 
interest free of ineome*tax, t e , 1 per cent higher than the existing 
rate on ordinary Postal Savings Bank aooouata. In 1943, the fuhd 
had Kb. 40 lakhs to its credit. In April 1947, the total amount in 
thisfaodwasBa.lt orores but on 31 st March, 1948, (mlyRs.3.ld 
crores. Later, new 12-Year National Savings Oertifioatee wwc 
introduced with a yield on maturity of nearly 3|% oorapcrand 
interest free of income-tax. Also from the Ist of October, 1943, the 
rate of interest on post office savings bank deposits was tnereased 
from 1|% to 2 % on balanees that did not fall below Rs, 200 during 
the year. As a result there was an improvement in deposits and 
investment from January 15, 1944, onwards. Premium Bonds carrying 
no mterest but giving half-yearly prizes were on sale to the pnblie. 
They were repaid at par in 1948. 

The yield on theJPost Office fi-Year Cash Certificates is 2^ per 
eeat free of income* tax and on 10* Year Certificates 3|peroeat. 
Tbe total tolums of outstaudif^s in tbe smalt savings funds at the 
end of 1*147*48 came to Bs. 133 crores only. This amoont ioMudes 
Postal Cash Certificates, Defence and National Saving Certificates 
as well as Defence Saving Bank Deposits.^ 

9. Jfdint-Stock Banking in India, (i) Bariy Bistory, The Agency 
Houses ot Caieuita and Bombay introduoed modern baoMog in India 
in tbe 18th eentary. Their banking operations were, however, entire¬ 
ly subordinate to their main business of tiede and were adopted 
only to further it. Joint-stock banks that futtowed bad an unlimit¬ 
ed liability and were managed by Earopeans. Iliey performed the 
important service of circulating notes in tbe conntry. ' 

Tbe iwmmeroial crisis of 1829-30 mve a death-blow to the 
Agency Rou^ea that had been indulging freely in speculation. Prom 
I85K) to 1880 banking habits made a very slow advaoee. A goes! 
emny of the joint-stc^ banks that were formed during th|s perioi| 
bloBed their doors later. The principle ofUmlted liability eame tp 
be recognized only as late as 1860. 

1' Pord^Wssssll^ljWton Carreeof sad V’lUsaes, 1947.|8, Sistsmeas, 
JMkH XXltls 
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(h) The Preaiieney Banke. The three Presideaoy 'Banka of 
JTOmoay, Beogid and Madras, that played so important a part in 
to* banking forttmes of India, however, emerged during this period 
ot stren. Before 1862 they vere directly oontroUed by the Govern- 
b®*twn restrictions were imposed upon their aotirities. 
^ right of note-issue was taken away but they still 

worked as agents to Goverument. The restrictions on their business 
• ° ”^»d, as a direct result of which the Bank of Bombay 
iMled in 1868. A second Bank of Bombay was floated in the same 
year. In 1876, na Act was passed by which the old restrictions were 
Umost wholly reimposed. The Government still banked with them, 
OTt to a limited extent. Tluw although they were not State banks, 
tney maintained this oonneotioo till 1921, when they were amalga- 
. mated into the Imperial Bank of India. 


(^|) ^**1' purely Indian }omt>Btook bank, the Oodh Ciom* 

eweiai Bank, was started in 1881. It was followed by the Punjab 
Nation^ Bank (1894), and the People’s Bank of India (1901). Till 
m0 eeooomio oonditions were atatio and prices were faQttig ; 
hence there was no progress in banking. After 18»> improved 
to some extent, but in the next decade they gained substmitially. 

The Sw^eahi Movement of 1905 gave a great stimulus to Indian 
banking. The steady rise in prices and the huge addition to cir- 
muating ourrenoy after 1898 added to tike momentum. There was 
a boom in banking wd India saw a deluge of banks. Some of them 
JWeb^, othmrs like the Bank of India, the Bank of Barods and 
1^ PanjM) and Sindh Bank have proved to be solid and reliable. 

made rapid progress till 1913, when Indian banking was over¬ 
take by a crisis. The People’s Bank of India involved many others 
to Its min. Bank after bank was caught in the vortex and met 
with disaaier until as many as 50^ had failed. 

World War I brought about a mild boom in banking and India 
saw a new crop of Koatatioos. As war progressed, failures kept pace 
with it. ^ But tim prwt-war depression was respansibb for failures, 
the mast impoitant of which was the Aliianoe Bank of Simla, a bank 
of long standing with a paid-up oapitai of B;8. 88 lakhs and total 
deists smonotiag to more th«i Rs 16 erores. The fsilnra was 
mainly doe to the imfWUidmit spreading out of Boulton Brothers, the 
j^ndon agents of the bank. The disaster was so great that the 
Government direoted the Imperial Bank to undertake the repay- 
mmt of 50 per cent of their deposits to the Aliianee Bank's oustomers 
and guaranteed the bank against any loss in the transaotion.y 

The world depression that set in, in 1929, inevitably brought 
a large nnmber of bank failurm in India in its train. Bet* 
we«^ 1931 and 1936, no le^s than 238 banks oltned their doors. But 

too^ of them were small fiy and only five bad a oapitai of Rs. 1 
ftdth and over. v v t* 


P 290. jAthar and Ben r* port tih# toil aS M. toe 
imlien SeoaomiM), v^d. U. p 434, whUe Mailmr puts it at 100. 
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!nie year 1928 vltneMcdi yet another banUog erisifi. Lqo)c% 
it was etmfinecl to South India but it oarrted away with it one <4 the 
biggest banka there> the Traranoore National and Qailon Baidc. TUhi 
bt^ failed three years after the Beaerwe Bank had been in ezkitenee. 
At the time of its failure the Bew^e Bank hesitated to come to its 
rescue without a proper investigation of its affairs, but it was too 
late then. This failure has proved the urgent need of finding out 
the kind of assets ordinarily held by Indian banks mid selling 
the quality eligible with the Beserve Bank. 

The above history covering the brief period of 1900 to 1936 shows 
that Indian banking has paned through one major erisis, lived 
through a World War, survived through one of the longest mod 
worst depressions in history. Since then it has been in the ^roes 
of another World War. In order to team lessons fmr the fiutnie 
there is an urgent need to find out the causes of previous fidlures. 

10. Chaises of Failures. Banks are not like other joint-atoclt 
mstituticmsi^ They involve in ruin not only their share-holders, hnl 
also their depositors. It is, therefore, very essential that we shouhi 
analyse the causes of their failures and avoid ,the same rnktakes 
again. These are : 

(a) Lack of experienced and trained managers. During all 
the crises discussed above more than two>tbirds of the failures were 
of banks that were less than ten years old. A large majority of 
the insolvent banks had a paid-np capital of less than a lakh of 
rupees. They were so small that even the names of some of them 
are untraoeable. Without business ability and proper training 
banks must fail like any other institution. Mere noble intentions 
do not lead them to success. 

(h) There was a big discrepancy between paid-up, authorized 
and subsetibed capitals. It is onfy recently (daring the last war) 
that the Government legislated to remove this glaring defect in 
banking practice in this country. 

(c) Big names were used to entrap the guHibte investor, 
Fraudulent accounts were kept. Books were falsified. Ixnns wers 
given on insufficient security or on no seonrity to direotors a n d thc^ 
friends. 

(d) Speoulaticn and the desire to declare quick and high divi¬ 
dends has idways been a temptation which haa sant manv a fine bank 
to its doom. The In lien Specie Bank was one of the chief victims 
of speculation in silver. 

(e) Cotnmwcial banks with short-term deposits oarnot ulfocd to 

took up their assets in industrial undertakings. A bank mainly 
tUQs on eonSdcnoe and like Caesar’s wife miwt be above auspiotonu 
If it does not hold liquid assets it is bound to meet wiUi disaster hi 
ease of panic and a consequent run on it. Hie Feojde’s &«ik twies 
failed doe to the advance of large funds to industrial entctpriacsiL 
The Tata Industrial Bank bad to amalgamate witih the uastvw 
Bank of India for riie same nmaon. ‘ 
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- M Mfafo'tnno was never t*»e only canae of bankraptigr nnd 
feflnre. It ia al«»y« helped hy negHg«»o’ and inoapaoity, if ootld&g 
trorih ateps in. The AUianoe Bank of Simla reoeived a knodi^oat 
Wo» doe to the Imprndent expansion of its London agents. 

(y)^ The ratio of liquid assets to liabilities should be fairly bight 
higher in tndia where the publio ia yet largely ignorant and onedaoau 
«d and, therefore, more easily swayed by baseless bazar rumonts 
than in England. It was this low ratio of cash to liabilitiea that 
^bled a discerning economist like iord Keynes to prophesy disaster 
for Indian banka in tOl 

Classifying the various cattles of bank failures it seems thst 
one important cause was their immaturity and inexperienoe. It is 
onfortanate we had not learnt a leasob from bank faiinrea in 
England. British banking is said to be the most solid in the world. 
But the toad to tbia solidity is strewn with the memories of faiinrer 
of hundreds of banks in the past. 

5he sfcond major cause appears to be the prevalence of unit 
banking. There were and still are handreda of small banks scattered 
all over the country which are not big enough to be put npon the 
second schedule of the Reserve Bank. Many of them do not provide 
a weekly statement of accounts. The ratio of their assets to 
liabilities was about 7 per cent in 1918, which is very low indeed. 

Anothier peculiar thing which has made itself prominent in 
India today is that many business magnates who have established 

E oops of industries aroaud them have thought it advantageous to 
tve at their disposal a bank functioning for tbia group and 
dominiited by themselves. 1 he Bharat Bank, the Oriental Bank of 
Commerce, the United Commerc al and Hindustan Commercial may 
be cited as examples. The tendency has been causing oonoem to 
economists. 

Imprudent in vestment is another important cause of failnnM. 
Tbis^ imprudence is directly tne result of an absence of oppoxtnnities 
for investment of the funds of banks in India. India does not 
possess a developed Bill market. 

The Ittissez faint polii^ of the Government has also been oondu* 
sive to bank failures. There waa no oo ordinating agency to link 
together the various heterogeneous elements in the Indian tmuking. 
It was only as late as February 1949 that the Banking Law was 
Codified. 

It most be admitt'’d, however, that neither the world-wide 
depression of the ’thinies nor the S»oond World War, and not even 
theea^kielvsmio partition of the country into two halves bsa succeed* 
ed infgiving a serious set-back to development of joint stock hanking 
in India. She has not escaped unscathed in these oatastooi^cs 
more advanced countries have mtffered heavy losMi. 

4 IL Bttsinesa of |otot<Stodc Biuika. Tbe usual bnifineai of 
jQint>atock hanks in India oonsists of: 

(«) Beoeiving deposits of aB ldo4a~^.ftie4t oanfan* wafi aatiftl** 
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(fr) Discfoonting intoroal bills aad hundia, advanoing ^Hua^ 
•gaiiut approve stocks and share*, against immorable proport^* 
and commodities like grain and piece-goods. They also allow limited 
werdrnfts to ap^oved customers for short periods of time. 

(c) Transmitting funds from one place to another on behalf of 
customers through bank drafts and letters of credit. 

(d) Purchasing and selling shares for clients on a oommissioa 
basis. 

(e) Keeping documents and jewellery in safe custody. 

In fact they finance the internal trade of the country leaying 
foreign tn^e severely alone. Foreign Exchange Banks who have 
large capital and reeeirves do not allow them even a look-in. The 
margin of profits in foreign exchange business is too low and the 
iunds n<^ed too large for them. 

Further, they have very little to do with the marketing of 
agricultural products as the masses in the viUages are illiterate and 
the security they can offer is not liquid enough for this type of bank¬ 
ing. The absence of properly managed warehonses and godowns 
is mainly responsible for the lack of agrionltural bills which oottld 
be discounted by joint-stock banks in this country, 

12- Assets and Liabilities- The Itabiliti^i of joint-stock banks 
are their capital, reserve and deposits. The capital and reserve 
serve as the basis of public confidence in a bank. They work as its 
first line of defence. The usual ratio between these and deposits is 
12 to 14 per cent in the case of sobednled banks in India. The ratio 
depends upon the economic condition of the country and amount of 
money seeking to be deposited. 

The assets of joint-stock banks consist of (1) cash; (2) bills dis¬ 
counted ; (3) Government and other securities; (4) loans and 
advances to individuals, firms and the money-market; and (5) fixed 
properties like buildings. 

The ratio of cash maintained by a bank to its liabilities is a very 
important matter as a depleted cash position might result in disaster, 
l^oounted bills and Government securities come next in importanoe 
for defence against sudden and heavy public demands on the bank. 
Indian banks require greater liquid sources due to their greater 
vulnerability to rumonr. British and American banks have a lower 
cash ratio which ranges roundabout 10 per cent against 15 per cent 
m India. The Indian banks have learnt their lesson from the panics 
and runs th^ have had to face during their brief existmioe. 

TJe table given on next page shows the positicm of Indian jcnnt- 
s^k hanks^ from ^ly times up to date. It will be seen that during 
^e war years they have been wisely keeping higher cash reserves, 
pe average for 194?.48 of 13*4 per cent is better than for 1939-40, 
out less tmn for war years but it is adequate oonsiderism the large 
a mount of Gover nment seeurities these bmdcs carry in addition* If, 

t. ThpIV are atl I>iu3ili!it wUii!, *, nAnlfc.*! nCnw*, n«. & 
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liovevw, tjie caah position of these hanks is compared with that 
of thfi impeiial Bank, they are in a weaker position which shonld 
not be. 


TABJJ5 II. 


J^omt-Stoek Banks, Olaat A (wUh capAal over Rs. S lalha). 




(In lakhs of rupees) 




Koc of ro- 

Capital 

Deposits 


Fercentas'e 


porting 

and 

current 


of cash to 

Tear 

banks 

Keserv^e 

and hxed 

€ssh 

liability 


a 

b 

c 

d 

t, s, d to e 

1918 

18 

3,64 

2i,59 

4,00 

18 

1998 

26 

9,73 

44,43 

7,87 

17 

1983 

34 

12,33 

71,68 

10,03 

16 


Consolidated Position of Scheduled Banks 



after the creation of 

the Beserve Banko 




(In lakhs of nipees) 




15’umber of 



Cash 



Scheduled 

Liabilities 

Balanoas 

Percentage 

Year 

Banks 

Demand 

Tim© Cash 

with Ke- 

of cash to 





serve Bank liability 

11989*40 

... r>9 

139 65 

106,03 7.08 

17,43 

10*0 

1942*43 

61 

306,2*^ 

104 2i 12,97 

55,73 

16 7 

1945*46 

... 91 

703.65 

259,22 34,80 

89.91 

13 6 

1947-48 

... 101 

706,65 

343,89 39.92 

100,81 

13 4 


In addition, there is a very large number of joint-stook banka 
—as many as 1,421 in 1938—which are not on the scheduled 
list of the Beserve Bank. Out of these only 885 sabmitted returns 
to the Reserve Bank at the end of 1947 against 659 at the end 
of 1946. Their progress is clear from the following table :— 

N(m>'Seheduled Banks* position 
(In lakhs of rupees) 



Xo. of Banks 

L 

labilities 

Ferceiifage of 

l>ate and year 
Deoamber 

submitting 

Baiurns 

Demand 

Tinoe Total Cash 

Cash to liabihtMi 

1940 

... 604 

5.26 

11.48 16,74 1,30 

7*8 

.1942 

... 534 

11,06 

13,59 24,65 2,63 

10 7 

1944 

613 

24,84 

28,29 53,13 6,04 

IFO 

1946 

659 


78,44 

B*4 

1947 

685 


... 45.49 ... 

7*14 

The number of non-scheduled 

banks submitting 

returns to the 


Reserve BankJwasjeSS maximum daring the eight years, but the ratiu 
of cash to liabilities was 7*14% during the last year. The resource*' 
of tWe banks were small and generally they kept the minimum neces¬ 
sary cash but because of the increase in deposits and the unooi 
tainties of t!ie war and post-war period they increased thwi 
cash balances, the percentage to total demand and time liahilitie* 
in 1946 being 12 6% against 7 8% in 1940. Their total liabUitte* 
have greatly decreased in 1947 being Rs. 45 ororea against 1^- 
oroetes at the end of 1946. The large redaction in the deposits o 
*.Umeo haiike appears to be the icsalt of disturbanoes in certain 
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of tlie oouafer;^, hut aalik^ tbe «<&oduiled bftnka theit titiii .0 liali^l(il( 9 il 
ttxoeed tba ^maad liabflitieB. S67eniiy>eight of tbew bactfci 
ofljoy ooQoes«oa ratea of remititKaoes by tb© Ifesorte Bank. Froua 
Fobraary 1^45, it was deoidod that non-sohodaled banks daaidrQns 
of opening aooouats with the Reserve Bank might be idlowed to 
do 80 at the Bank’s disoretion if they agreed to^maintain a minlmtuil 
balance of R«. 10,000 with it. Oat of 33 applications reoeivad oa^ 
nine were accepted; a few are still under consideratkm. 

It is obrious that the banks in India need a slffll morb 
consolidated position. The size of the average bank is much smaller 
than in otfa^r countries. The total number df branches and pay 
offices of the scheduled banks declined from 3,568 on 30th Jane, 
1047, to 3.490 on 30th June, 1948, a decrease of 76 against an 
increase of 421 in the previous year. This reduction was partly 
the result of the disturbances in the country in the post-partition 
period which led the scheduled banks to close some of their offices 
and partly due to the operation of the Banking Oompanies {Restric¬ 
tions of Branches) Act, 1947. Daring 1947-48, 26 new offices out of 
79 were opened at places which were not previously served by a 
scheduled or non-soheduled bank of over Rs. 50,000. This is a 
welcome sign, but greater progress is needed in'this direction, 

13. Joint-Stodc Banking during the War and aRer- The 

Indian banks weathered the storna of the war well. There wore 
heavy runs on them in the first few weeks after the declaration of 
War in 1939 and on the fall of France in 1940, but they mot 
them with great confidence. The later grave turns in the war, 
especially the occupation of Burma by Japan, which brought war 
to the very borders of India, did not shake their position. The 
sudden withdrawals due to nervonsu^ caused by the initial sncces- 
ses of Japan forced a few scheduled banka in South India to 
approach the Reserve Bank for accommodation, but this was a 
temporary phase. The Reserve Bank held out a helping hand, be 
»t said to its credit, to each one of them, which quickly restored 
public confidence. 

There was a huge increase in the total deposits of the scheduled 
banka from Rs. 24J crorea in 1937-38 to Rs. 871 ororea in July, 1945. 
This big increase was brought about by the huge expansion in the 
currency. Daring the last six years no less than Rs. 1,039 crores 
of notes were pumped into circulation which rose from Rs. 18S 
crores on 1st September, 1939, to Rs. 1,221 crores in July, Jd46, 

There was a .large expansion in the demand liabilities of the 
soheduled banks from Rs. 140 crores in 1939-40 to Rs. 704 orores ia 
1945-46. This high figure refieets a plethora of money a M Rs 
relative inaotivity. 

Time liabilities, on the other hand, did not iacieose with 
consistency and steadiness. There was aotnally a faU 
of Rs. 2 orores in 1942-43 over the previous jsmmt- This daftlitnf 
was «atirely due to nervousoem ereated 1^ the deteriorating 
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ppidtioo of tbe Allies oo the war obess board. Next year, homret, 
ttie AlUed Tictories restored pablio confidence which was refleetod 
In increasing time deposits which went up to its. 259 orores in 
19^46 but still they did not increase at the same rate as demand 
fiabilitiM. 

Ai the bulk ci their funds were payable on demand during war 
years, the banks had to maintain larger cash reserres. They found 
a limited outlet in the Treasury Bills of the Oavenunent of India 
whmh, too, were not very remunerative. They were, therefore, 
keeptng huger reserves with the Reserve Bank than actual^ 
required by law. After the end of hostilities conditions have 
cfaSDged and time liabilities have gone np to Bs. 344 orores in 1948 
as compared with Bs. 260 crores in 1946. 

The war brought about a great shrinkage in loans and 
advances of banks as well as in the discounting of trade bills np 
to 1942-43. This was due to the direct financing of war contracts 
by the Qovemment and the prompt payments made by them for 
supply of goods. The Increase in earnings of industrial enterprise 
reduo^ their demand for accommodation from banks. As foreign 
imports went down—both of capital and consumer goods—^less 
trade hills were created. The table below shows the sharp fall in 
banks* advances, loans and bilis discounted and their increased 
investment in Treasury Bills up to the year 1942-43. Later, 
however, a reverse tendency set in. 

The increase in the advances of scheduled banks in 1945-46'over 
1942-43 was exactly threefold while the increase in bills discounted 
was about eightfold in the same period, thus indicating the 
improvement in trade conditions and a greater demand for money 
for investment purprmes from the market. In spite of this improve¬ 
ment, however, the banks still maintained Rs. 40 orores excess of 
balanoes with the Reserve Bank in Sfaroh, 1946. 

TABLE VHP 


Aivanc«$, Loans and Bills discounted of Scheduled Banks 




(In lakhs of rupees) 

of with 



Bills 

Beperv© Batik over the 

Yem 

Advances 

Bi»coiint©d 

fiJiatiitory Minimum 

10g9.4O 

121,4- 

497 

nm 

1942-43 

95,68 

218 

um 

1945*46 

28f»,07 

1607 

5199 

1947-49 

427,64 

4682 

5960 


(39,40)* 

(100)* 



1. Bsparl on Currency and Finance, 1947-48. 

8 Figures in brackets are for Pakistan and are below the eoiuolidated 
Sguret for India and Pakistan. 
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Qovtmmtni ojj India. Thnt Monthi* Trmswy BUis 
<la orores of rupees) 


Ye^r 

Amount | 

Am tmttold 

1 Amoont Outstanding 

1933-40 

!n 

70 

55 

1943-43 

5i7 

309 

255 

1946-40 

20» ! 

118 

83 

1947.48 ' 

140 

85 

I 99 


A few lai^e commercial banks like) the Bharat Bank and the 
Bank of Jaipur with big capitals were Boated in 1943. fn addition 
to the newly>8tarted large banks, some of the non-soheduled old 
ones became scheduled either by an increase of capital or additicm 
to reserves or both. North India, aspeoially the Punjab, was 
venturesome in taking advantage of the vast amount of redundant 
money m the country. The number of scheduled banks submitting 
re{K>rts to the Rpserve Bank increased from 55 at the advent of 
the war to 91 in 1946. The resources of the hanks increased enor* 
raously. They emerged safely ont of the greatest war the world 
has seen. The proposed new piece of Banking legislation meant for 
stricter regulation and supervision of smaller banks and for safe¬ 
guarding the intf rests of the innocent customer was not passed till 
1919. With conditions of easy money the rates of interest 
kept low. The bank rate and the Imperial Bank Hvnii rate were 
maintained at a steady 3 per cent. The joint-stock banks allowed 
only \ per cent interest on demand liabilities and 11 to 1 ^ per cent 
on funds deposited with them for a year daring war years 

When the banks* resources cannot find useful employment in 
advances, loans and discounted hills, they must obviously invest 
more funds in Government securities—short-term ones like Treasury 
Bills or long-term ones like 3 J per cent Government Paper, the 
minimura prices of which have been fixed so as to debar depreciation 
in their value. 

14 Banking LegislatitHi in India. (1) latisstz-fairt. PoUey. No 
serious attempt was made to codify the law relating to banking in 
India during the last century. The Government followed the same 
laitatz faire, policy in banking as in other economic matters in 
India as in England. 

(2) Iniimn Companm Aid, J9J3. A few provisions distinmiiah* 
tng banking dbmpanies from other companies were included in 
this Act. Even the bank fsiluires during World War I and later 
did not briog home to the Government the need for bairitiitg 
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legklatkm. The Central Banking Enquiry Committee recommended 
the ocKiifi<»irtion of a banking law, but the Oovernment only thought 
fit to amend the Indian Companies Act of 1913 in 1936 and the 
ammtded Act had one whole part (X—A) speoialiy devote 
tq banks. 

(3) llie Indian Companies (Amendment) Aot, 1936, had the 
foUowing important provisions relating to ban^ 

(а) It defined a banking company as one “wbioh oarriee on as 
its principal business the accepting of deposits of money on current 
account or otherwise, subject to withdrawal by cheques, draft or 
order/’ Such a company was aQowed to carry on inoidental busi* 
ness of a varied type. The definition lacked precision. 

(б) A minimum working capital of Rs. 50,000 from shares was 
necemaiy before operations could be started. 

(e) Managing Agents were prohibited from managing banking 
companies to be floated in the future. 

(i) A reserve fund was compulsory. At least 20 per cent 
of the profits was to be credited to the Reserve funds every year 
till the fund equalled the paid-up capital, 

(e) A banking company must maintain a cash reserve of 1| pet 
cent against its time liabilities and 5 per cent against demand liabili* 
ties and submit monthly statements to the Registrar of Companies. 

(/} A banking company was not allowed to form a subsidiary 
omnpany or hold shares in it unless it was a company founded by 
itself for undertaking trusts and adminutering estates. 

(ff) Provision was made for a moratorium, a temporary sus¬ 
pension of payments, in order to save a banking company from liqui¬ 
dation, if it was found that it was involved in temponuy diifioulties 
only. 

I'he Act of 1936 revealed a good many defects in working. A 
separate Bank Act was needed to regulate banking in India. Sir 
James Taylor, the late Governor of the Reserve Bank, put forward in 
1939 a comprehensive scheme as a basis for legislation to farther this 
essential object. 

The declaration of war in 1939 interfered with the proposed 
legislation and it had to be postponed. At that time, Indian joint- 
stock banking was in a sound enough position and ww equal to the 
strain put on it. Till 1942, the banks had to experience great dffi- 
oalti(»9 on account of a sharp decline of bnsmess due to miemy aotiou 
at sea aud lews of European markets. Later there was a rising tempo 
of war. Business expanded as India Was made the AtUed base for 
war against Japan and increased purchases were made in India on* 
^half of the Allies. Inflationary conditions resulted ia a slow 
i&eraasB in advances, a rapid increase in deposits,'but as the table 
below shows the greatest inerease was in the total wOinMiag oaj^tal 
afsifiieduled banks. 
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TABLE VII 
(In <»ore8 of rapees.) 
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<sm 


Year 

dtiled 

Batikft. 

oboa. 

bili. 

ties 
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Bank 

bills 

dis- 

mxmi^ 

UOXl 

lS38-3»< 

55 

1,128 

108 

130 

7 

16 

' 121 

1861 

1942 481 

61 


104 

306 

13 

m 

88 

644 

194S46i 

61 

3,115 

1 260 

655 

35 

m 

301 

1210 

I»47-48 

lOi 

3,460 

1 344 

707 

I 40 

I 101 

444 

m4^ 


The deTelopment of banking in India during the war and after 
no doubt presents an impressive picture but has not been free from 
certain undesirable feature Some of these were oheoked by the 
action of the Reserve Bank through suitable amendmmits of the 
Indian Companies Act, e.p., the extreme divergence of ratio between 
authorized, eubseribed and paid-up capitals, issue of dhSferent otaasses 
of shares with disproportionate voting rights and unfair terms of agree* 
ment with managing directors after the appointment of m ana ging 
agents had been prohibited. The Reserve Bank felt the nrgmit need 
for comprehensive legislation to en.feguard the interests of depcritors 
and ensure proper development of banking. Accordingly a new 
Banking Bill was framed on the lines suggest^ by Sir James Taylor 
with improvements to fill gaps shown by war-tilne experience but 
it could not become a law. 

The Governor of the Reserve Bank, in his speech at the 
annual meeting of the Bank in 1945, warned banks against oertaio 
evil tendencies which had intensified themselves due to plethoric 
monetary conditions and which made early banking legislation an 
urgent necessity. These evil features may be mentioned as 

(a) Indlsoriminate branch banking with a view to attracting de¬ 
posits at high rates of intercet. This policy tempts banks to assume 
great risks to make profits. 

(b) Tendency to acquire control over non-banking companies by 
the purchase of their shares regardless of price and yield. Closely 
aUied to this are the interlocking of interests between banks and 
industrial oonoems, the bolding of large blocks of shares of con¬ 
cerns controlled by the directors, and the floatation of investment 
trusts for such a purpose. In general, there is a tendency to use a 
part of the depositors* money for the benefit of the management 
which is agdnst the traditional canons of sefety and liquidity ; 

<e) The excessive manipulation practised at the time of 
preparatimi of balanee-eheets which gives an altogether misleading 
|m{^iH9i(m about the bank’s financial position. 

. (d) BeaUdes, ** tb«re are also indimitions that oes’taiiii bulks 

1, ineiaciiog H8.1t0,7« lakhs tof 

Si. JFitta»o« sad Ommvy Beport for 184743. Mgutes fhr «(» 
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obtained windfall profits tbrough apeeolatlTe operations in shares or 
Government seoorities or immovable properties and then frittered 
them Kway in paying dividends instead of strengthening their 
reserves.” To ohe^mate these evil tendencies legblation was called 
for. 

(4) The Banking Companies Bill, 1945, laped when the Assembly 
was dissolved and the final one was presented in 1948. Daring the 
interval the Central Government issued some ordinances to give 
prwers to the Beaerve Bank to keep in control the evil tendencies 
in banking. Accordingly the Banking Companies Ordinance of 1946 
gave power to the Government to direct the Reserve Bank to inspect 
the affairs of any banking company. It also enabled Government 
to take corrective action against any bank if it thought that 
its affairs were being condncted to the detriment of its depositors. 
It might exoinde the Bank from the scheduled list or atop it from 
receiving fresh deposits as a penalty. 

Two other ordinances were passed in 1946 to regulate Ranking 
in India. The Bearer Promissory' Notes (Prohibition of Issue) Act 
proh'bited banks from issuing promissory notes payable to twarer 
which passed from hand to hand and were equivalent to Bank notes. 
The next measure, the Banking Companies (Restriction of Pranchmi) 
Act, wm passed by the Legislative Assembly in November, 1946. 
According to this, ho bank cculd open any new branch or change 
the looRtion of an existing branch without»the previous written 
permission of the Reserve Bank. 

(6) Again, the Government of India, mainly with a view to help 
sncb banks as might find themselves in difficulties due to the 
partition of the country, promulgated an Ordinance in September, 
id£r-7, empowering the Reserve Bank to grant emergency advances to 
Scheduled and non>SoheduIed Banks against such security as it may 
conaid» sufficient. 

It was seen that after the partition a few medium>8ized small 
banks In East Punjab found it difficult to meet the claims of 
their depositors as most of their assets were in West Punjab 
while their liabilitiee had been transferred to India. In some eases 
even their records were not available. In order to help such banks to 
tide over their difficulties, another Ordinance was parsed in 
September, 1947, empowering Government to declare a moratorium 
for 3 months during which such banks as applied for it were to make 
payment not exceeding 10 per cent of their deposits or Rs. 250, which¬ 
ever was less, in a month. This Ordinance lapsed in March, 1948. 

($) Banking Companies Act, 1049. The old Banking Bill of 
1946 was withdrawn from the (^astituent Assembly in jMraary, 
lOiki, and a new bill was introduced instead on March 22,1048- 
It Is this bill which was passed on Febtawy 17,1949, and was pat 
into effect from March 16, 1949. Thus, it Is the oulminatioo m n 
long series of proposals starting with the Banking Bill of 193^ 
indtufoi the varions ordinances promnigsfted to protect depositors 
Jbe|li^e0|^|p46 and £949. In ibis Act-*-' 
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In Banking has been defined as **the accepting for the purpose 
of lending or investment of deposits of money from the 
public, repa^yable on demand or otherwise, and with¬ 
drawable by cheque, draft, order or otherwifie’^ No 
oompan/ can carry on work unless the word ^*bank’'^ 
'*banker^’ or ^^banking'* is used as a part of its name. Every 
banking company will have to take out a licence from 
the Eeserve Bank who, before giving the licence, will 
satisfy itself that the company is in a sound position, and 
in respect of a foreign banking company that the law of 
the country of its incorporation does not discriminate 
against Indian banking companies* 

2* The Act applies to all banking companies In all provinces 
and acceding States but excludes oo operative banks* 

3. The Act prescribes conditions of minimum capital and 
reserve required. These vary according to a “geographical 
coverage^’ of its operations. For instance, if the operations 
of the bank extend to more than one province, minimum 
capital required is Rs. 6 lakhs, If in addition it has busi¬ 
ness in Bombay and/or Calcutta, Rs. 10 lakhs and so on* 

Banking companies incorporated outside India must have 
had a paid-uf# capital and reserve of Rs. 16 lakhs and if 
Bombay and/or Calcutta is also a place of their business, 
Rs. 20 lakhs. No such company shall be considered to 
have complied with this condition unless it deposits this 
sum with the Reserve Bank in cash and/or approved 
securities. 

4. Subscribed capita] shall not be less than ?9% of authorissed 
capital and paid* up capital shall not be less than 60% of 
subscribed capital. Voting rights shall be in proportion 
to the contribution of capital but in no case shall they 
exceed 6% of the |iotal voting rights. 

6* Every scheduled bank shall continue keeping reserves with 
the Reserve Bank at the old rate of 2% of its time liabili* 
ties and 6% of its demand liabilities. Non-soheduled 
banks have also been brought within the gambit of this 
section for they, too, are henceforth required to maintain 
cash reserves with themselves and/or the Reserve Bank the 
same percentage of reserve and to submit monthly 
returns giving details of cash held on each Fridav of the 
month. 

6# Every banking company, after the expiry of two years from 
the date of the Act, shall maintain in India in cash, gold 
or unencumbered approved seoufities valued at market 
price not less than 20% of its time and demand Kabilitiet. 
(Reserves with the Jieserve Bank are included.) 

The assets of a banking company in the provinces and 
acceding States of India, at the close of every quarter, 
shall not be less than 76% of its deposits therein* 
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7. Interlocking directorates attoong banking companies are 
prohibited. Managing agents are not to be employed. 
Unsecured loans to directors or firms in which they are 
interes ed are prohibited. Monthly returns of such loans 
are to be submitted to the Reserve Bank. The Reserve 
Bank is authorized to determine policy in relation to all 
advances of banks and to fir: margins to be kept in les- 
pect of secured loans. 

8, Ko banking company shall pay any dividend until all its 
capitalized expenses hare been written off. Not less than 
20% of the profits shall be put in the Reserve Fund till 
this Fund is equal to the pa!d>up capital. 

9* No banking company can open a branch in a new place 
without the previous sanction of the Reserve Bank. 

10. Trading as a business is prohibited to a banking company. 
It shall not be managed by a managing agent or by a 
person who has been declared an insolvent or convicted 
or who takes a commission in the profits of the company 
or is engaged in any other vocation. 

11. Vast powers have been given to the Reserve Bank. The 
Bank has now the power to control the entire joint- 
sKck banking system. It can mould its lending polioms 
prohibit a particular transaction, call for periodical as 
well as ad hoc returns and publish them if it thinks it 
necessary. It may inspect any bank, ai^d the Governor 
oi the Bank is allowed in an emergency to suspend the 
Act f( r SO days. 

12* The Reserve Rank is reqtrred to make an annual report 
to the Central G< verrm^nt on the trercl and piogress of 
banking in the country with tuggthtions for improvement. 

13* An expedition** procedure for winding up and liquidation of 
bai kms: conp^n*ep has hf*(n laid d »wn, and the Bank 
has hiei givui power'^ in respect of amalgamaiian of 
bsr*kiiig oomfianics. 

It is thus seen il at th^ Reserve Park has at la^-t secured 
power's to Co oidini d t* giilate t a? k nc in tl e cr ur try. The new 
A<t «nalle^ the Pank to f ra^doate fev< lal cr vo i fT» cm prevalent 
in the tanking s\ Mich the exj'^tence (f a ver^ targe 

number cf ku ^11 i ar) h, tln ir fumsMve croudu g in the major citi « 
ar^d towns of India, and the i i^h rihks they take in their 
investmtiits to earn large prifits. 

IS* Fereign Exchange Banks *—Their pnsHim. There W^re 
15 Exchange Banks in India in 1946. They are the branches of lat'R® 
imtitutkms incorporated outside British Ir»dm. They re not subject 
to the provisions of Indian Company Law. The foilotrmg taW© 
shows their growth and position in India: 
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The table al^o BhowA that the private d.^poaits of these bauki 
have grovro ooosiderabiy* 

Two of these banks, Thomas Cook and Sm^ and the Anaerloati 
Express Co. are mostly oonoeraed with toarmt traffic. Of the rest, 
3 have a eonsid'^rahle portion of their busmess ia In lia while the 
others are mare agencies of bigger banks, a larger pj>.t on of wh^ae 
business ij outside India. Tbe nimei ot dva Oig Eiohange Btnks 
are Lloyds Batik, the ObiArlorod Bink of India, Au^itralia an 1 China, 
Mosers Gnndliy and Co., tUe Aleroantiie Baak of India and the 
National City Bank of New iork* 

Functions of E chznge Banks, (a) They finance the foreign 
trade of India. It is a remunerative busiuesi—'he total annual 
trade of India amounted to Hh, 8iU crores in 1918. it has been 
estimated by experts that only io per cent of the trade is financed 
by Indian banks, whobe bhaie only consists of the movement of 
commodities to tae port twris from where the financing to foreign 
countries is arranged by the Exchange Banks. 

(6) The Exihange Banks have a fair number of branches scat* 
tered all over India. They ra se deposits from the Indian people and 
un ©rtake the kind of business done t y Indian commercial banks 
in financing the internal trade of India to a coosidoraDle extent. 
The war has brought about a decline in the number of branches of 
the Exchange Banks. Kismg to iU3 m 194i« the number fell to 85 
in 1944. 

The Exchange Banks buy Indian export bills usually maturing 
after three months. These bills are almost always Dooumenta on 
Aooeptauos (D.A.). They are sent immediately to London and dis* 
counted at the low prevailing rates. In ordtsr to transfer their funds 
back to India the banki adopt various plans such as (i) eelliag 
sterling to the Reserve Bank in London, {ti) buying rupee-paper in 
London and selling it in India, (»•<) supplying the needs of tourists 
and students in England on receipt of rupees in India and (ie) im¬ 
porting bullion into India for sale purposes. 

The bulk of India's export trade from Europe is finanocd bj 
60 days’ bills known as Documents on P^nyment (D. P.). They are 
discounted in London and sent to Ind a for oolleotiou through the 
Exchange Banks. The peculiarity of D. A* bills is that the 

1. StatLticai Tabien issued by th@ Rm&cve Bank of India, lUii. 

2. Its bu^inmtn India has hmn amalgamated with that of Blessis. 
Oriudlay and Co. 
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momeat the bill is aooepted bj the foreign importer throogh the 
Bank, he can obtain possession of the goods, while he may make 
the payment afe the maturity of the bill. The D. P. bills do not 
entitle the Indian importer to the immediate possession of the goods. 
He, therefore, executes a trust receipt in farour of the exchange 
bank thus holding goods as a trustee of the bank till he makes the 
payment. He pays interest at the rate of (> per cent for this 
period. So long as the Indian import trade is not financed by ii.A. 
bills in rupees and discounted In India, a proper discount market 
cannot be developed here. 

Grievances against the Exchange Banks. There cannot be 
two opinions about the detrimental effects of the working of these 
banks in India, (a) Indian commercial banks seriously complam 
of their competition in the internal trade of the country. The 
latter have larger resources and can, therefore, attract deposits at 
cheaper rates. (6) They are also alleged to offer greater facilities 
to their own nationals in India's foreign trade, thus using funds 
raised in India against the interest of Indians, (c) They are 
accused of forcing Indian exporters to insure their goods with 
foreign companies. This proves a great obstacle in the way of 
the development of this type of business by Indian Insurance 
Companies, (d) Indians are not allowed to rise to positions of 
trust in these banks. The highest post open to them is that of 
a cashier* (e) These banks are said to divert Indian capital to 
foreign industrial and gilt-edged securities. (/) That their staff 
run down some In^dian banks, is another complaint against them. 

Lack of an Indian Exchange Bank. It is argued that the 
financing of internal trade is more remunerative than that of 
external trade. Therefore, the Indian joint stock banks with the 
oompa^tatively smaller funds at their disposal are naturally content 
with the former. A foreign trade bill looks up money for 3 months 
at the most. The Indian joint stock banks today either lock up 
large funds in Government securities or keep them in the Reserve 
Bank of India for want of a better outlet. Their participation in 
foreiga exchange business could usefully employ their Urge spare 
funds. 

It is also asserted that skilled personnel is not available in India 
to okrry on foreign exchange busineas with success. This is not a 
cogent argument. ‘‘Required staff could be secured without much 
delay” was remarked by the Governor of the Imperial Bank in his 
evidence before the Oentral Banking Enquiry Committee. 

The main obstacle *in the way of Indian joint-stock banks 
takiog up this business is the diflSioulty of opening branches and 
working them successfully in foreign countries. There are political 
and currency compUoations. A branch in a foreign oounlry needs 
huge capital, great experience and prestige to attract funds. Our 
ooiiiineroiai banks are not in a position to open these branches# 
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It i» good thftt tb© Bank of India bar© opened a branch in London. 
Ev^n if the branch works at loss in the first few years it does not 
matter. India being free now it is but proper that such branches 
should be opened in all countries, especially in the U.SA. and 
in the United Kingdom.. 

It has been suggested in the Central Banking Report ibat the 
Imperial Bank of India should tirke to foreign exchange work but 
it should have 76 per cent Indian directors on Local Boards 
before it does so. It should also completely stop recruitment of 
non-Indian staff. 

As an alternative to this scheme, an all India Exchange Bank 
with a capital of Rs. 3 orores is sugge-ted. The Indian joint stock 
banks mm subscribe the whole or major portion of it to ensure 
that the Bank does not compete with them m the financing of 
dr mestic trad© The Bank would undertake Government remit- 
tanoea and work under the supervision oi Reserve Bank of India. 

In the meanwhile, Indian commercial banks might open 
uganoies in big ioreiga centres on a co-operative basis 

tome Indian economists want very strict restriction'^ on the 
activities of Exchaege Banks in India. They would ilk© to confine 
their operations to the port towns and disallow them from accept* 
irg deposits from Indian nationals. They Would also compel them 
to engage Indian personnel with the exception of a foreign manager 
and one siistant manager. Such restrictions are bound to invite 
retaliation against Indian banks u hen they spread out to foreign 
countrh s, as they surely will, m course of time. Hence the bi^t 
weapon t) fight against the Exchange Banks m an Indian bank. 
Undoubtedly it would be diflSicult to wrest foreign trade business 
fiom these established institutions, but it is not im|>os8ible with a 
National Goveinment at the h^lm of affairs. No new bank should 
be allowed to ^tart business in India without permission of the 
Reserve Bank which should be given only on a reoiproc©! basis. 
Even the present banks should be asked to take out licences. 
Secondly, these banks should supply full information to th© 
Res^ve Bank about their working in India and give responsible 
posts to Indians. Thirdly, they should employ Indian funds in 
Indian business and not transfer them outside, 

16. The Imperial Bank of India. A State Bank has always 
had great glamour for Indian imagination. Various proposals were 
put forward In early times^ for such a bank but they were notr" 
adopted. The first serious experimental effort towards this objec* 
tive was made in 1921 when the three Presidency Banks with their 
69 branches were amalgamated into the Imperial Bank of India. 
This union of rivals was due to a realization of the need of the 
times and fear of competition from abroad. The crisis of 1913«14 
had added to the urgency of the need for a State Bmk to control, 
stabilize and regulate banking in India, 

L Bee Muraajim, op ©it, 
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Under the eofaeme the capital of the newly created bank wai 
raised from Rs. 375 lakba to Ks, 5(52 lakhs. It remained a private 
concern bnt It was enfant to serve the Stite in some fiaaocial aotivi* 
tied, hence its operatiou'i were restricted by law and its minagement 
controUed Witbin limits by Giveramejt. Its private dep >8its osm© 
to Rs. 74 orores and public d.^posits to R<. 7 ororas ia 1931 fWhde ib© 
cash it held and its mve^tmentH in approved securities amounted to 
Rs. 57 crores. Thus the magnitude of its rasoaroes gave it the posi¬ 
tion of a leader in ||ie bi.akiag world. Its private deposits were about 
33 per cent of the* total in lodia. The number of its branches 
which had increased to 161 m 1126 were more than one-third of 
all the joint stock banks. It had Urge pu lie deposits, too, on 
which it paid no interest, its business was circumscribed within 
the bounds of safety by law. It was, therefore, natural thafi it 
should wield vast power and influence in Indian banking, credit and 
commerce. 

The Imperial Bank had a Central Bgard and three Local Boards. 
The Government reserved to itself the right of appointing two 
Managing Governors to the Central Board. They also nominated 
the Controller of Currency to this Board to watch Government 
interests. They were further entitled to issue Instructions to 
the Bank with respect to the safety of their balances and their 
jflnancial policy. 

The Bank undertook all the general banking business 
of the Government, that of accepting deposits and holding 
balances on its behalf. It managed the public debt and opened 
102 more branches^ between 1921 and 1926. it remitted funds for 
Government and a Ivancod them ways-aud means loans when called 
upon to do so. It served as a bankers' bank, as most cammercial 
banks kept their cash balances wfith it. It also managed the 
Clearing Bouses in the country thus settling cross claims of banks. 

As the Imperial Bank bad to undertake banking business on 
behalf of the Government, its business was carefully regulated. For 
instance, it was not allowed to make loans for more than 6 months 
or upon the security of immovable property or its own stock and 
shares. It was also debarred from dealing in foreign exchange 
business except for the honor fide personal needs of its clients, it 
could not lend money on personal security unless two independent 
persons or firms guaranteed the loan. 

. Constant complaints on the basis of unfair oort.petitirn were 
made against the Bank, The presence of vast Government interest- 
free funds in its coffers was supposed to enable it to offer very low 
rates to the public and thus undercut other banks, Suob charges 
Were not wholly true because the Bank could attract large deposits 
at low rates of interest due to the high liquidity of its aaseta* It 
Allowed no interest on current accounts. 

I, It was required to open 100 now b’^onohiiis, 21^ per cent being ai place# 
felsitsd by tbo Ocverninent. 
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It was fartbar asserted that the Bank diserlmfziated agaimrt 
Indian finrt and institutions in favour of Europeans. The major 
portion of its work, ever^norea^in^? in volume, was, however, earried 
on with Indians,^ That Indianixation has not been as rapid as 
desired while the direction and management of its affairs has remain** 
ed in European hands is a correct charge, 

Tbelnoit serious charge against the Imperial Bank was that it 
oonld not reduce the fluctuations in money rates in different places 
or seasons, This was due to the splitting of hanking and ourrenoy 
operations between the Imperial Bank and tbe Gavernment of India. 
Due to this reason the call money and bazar bill rates varied a great 
deal at Oaloutta and Bombay. At the same time tbe bank rate 
varied between 4 and 7 in different years. 

A commercial bank exists to earn profits. The commercial 
character of the Imperial Bank could not possibly co exist and bar** 
monize with its State bank character. It < arned high dividends by 
Sts commercial operations ; a true central bank would not have 
been allowed to do so, nhr would it have entered in competition 
with ordinary Joint-stock hanks. Such operations are not conducive 
to efficient bankir g in a country. 

It must, however, be said to its credit that St helped to spread 
banking facilities all over the country. It op^med 76 branches in 
places where no bank had any I ranch before. It willingly helped 
some tanks in difficulty, eg., AlhaUce Bank of Simla, the Bengal 
National Bank and the Allahabad Bank. It served the important 
purpose ot a Cleariog House at all places where it had branches, 
thus facilitating the settlement oi oiobs accounts of <ii8erent banks. 
The total number of brand cs of tbe Bai k in 1945 waa as many as 
4ifi. During the war years the number increased by 16, 

7 y Imperial Batik of Jndm Amendment Act of 1934 and After. 
With the cf mieg into existeiico of the Keserve Baik in 1936 the 
Imperial Bank lost its status of a partial State Bank Hence the 
old restrictions on its operations wore removed. It could now freely 
deal in foreign exchange, open branches and borrow money putnid© 
India it was also permitted to lend money against immovable 
property Stdl tbe Imperial Bank has throughout been maintaining 
a higher ratio uf cash to vh deposits than the othcir Fcbeduled Banka 
which IS one of tbe things giving it its premier positton. At the 
end of March 1049 th^ total deposits ot the Imperial Bank including 
the Fund and the (’ap.tai amounted to Hs. 2Hl crorea, 

while Its investmcLtH in Government and other authorized aecuriliea 
were R«, iKi ororts and its advances Rii. i25 crorcs. Against 
the^e it held cash amounting to over Jls, 40 crores. Thus, th» 
percentage of cash to deposits came to 14%. 

17. The defects in the Indian Money Market and the Need for 
a Central Banlcinf Orgamzation the Indian money market was 
^ tuu ie conglomeration of hankmir urjfn without any oonneetiog 

^ 1, liidiaus ve^t < om <>£ tUe Imporial 

d^poilta and received $8 per cent of Us adveooeii m 
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Unku. Tbe momy4mder and the mdigenous banker had nathing to 
do with the eommeroiai banks, Co opemtivo credit was a unit entirely 
apart from the money market in the country. The Exchange Batiks, 
in addition to having a monopoly of the financing of the foreign 
trade, w^ re ^'poaching** on the preserves of the joint-atook banks. 
The Imperial Bank derived immenFe benefit from its connection 
with the Government but was »'n no sense a Bankers^ Bank. It 
competed with them andMeclared high dividends. In fact it was 
a case of each for himself and the devif taka the hindmost. There was 
no cohesion in the banking system. 

The kok of a bill market in India made the smooth working 
of the credit mechanism impossible. There was a great deficiency of 
good bills in which the banks could invest surplus funds. Besides, 
Bazar Huniis were not well-grounded and were not uniform m 
character. Th^ were rarely supported by proper documents like 
bills of sale and title. The Imperial Bank was not a co-ordinating 
but a competing unit; hence the joint stock banks were chary of re 
discounting bilk with it. A larsze majority of the transactions fin In^iia 
were concerned with agricultural produce but agricultural bills were 
an impossibility without sufficient warehousing facilities. 
complete lack of co-ordination of the money market combined with 
all these other factors worked against the development of a proper 
bill market. 

Further, currency and banking in India were entirely divorced. 
The Government was responsible lor the former. There was no auto¬ 
matic expansion or contraction of currency. The movement of crops 
from upoountry to the ports needed large funds in the harvest 
season. This created conditions of tight money not relieved by the 
Imperial Bank or the Government. The lack of elasticity in currency 
resulted in a wide disparity in the interest rates current in different 
parts of the year. The range of interest rates from place to place 
was also great The bazar bill rates at Calcutta and Bombay 
diverged widely. 

In their capacity as currency authority the Government had 
to keep the foreign value of the rupee stable. Even their bonz 
actions in this connection were looked at askance by the public and 
aroused criticism. 

The credit side of banking was in no better case. Dr. L. C. 
Jain wrote in 1933 : '^Tfae banking resouroei of the country are 
scattered with no mechanism for their mobilization.'^* The multiple 
system cf reserves was not coaJuOiVa to confidence and security. 

The only mechanism that could remedy these defects in the 
credit and ourrencsy of the country was a Central Banking Agency, 
hence there was an urgent need for the creation of a Oentral Bank in 
India. 

For a long time a controversy raged in the country whether 
India should have a State*own©d bank or a private shareholdets^ 

i. iJf. h. 0. Jam-—A Ksserva iiank for India, p. 
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banki The main easen^ial was that the new institatiou shoaM he 
£ree from the InenhUB of fuurty politiea as well as the maebinationa 
of oapitaliata. Ztshonld be able to control both <»edit and ouirtenoy 
effioientlf. Nor shonld tall diTidenda be its main puranit, otherwbm 
it would oommend no oonddenoe in the bankiag world. 

After two abortive efforts in 1927 and 1028, the ease for the 
establiafament of a Centra Bank was airaio; brought to the forefront 
by the emphatic recommendations of the Central Banking Enquiry 
Committee. In 1934, a shareholders* bank was accordingly brought 
into existence by the Reserve Bank of India Act. 

18. Constitution of the Reserve Bank of India. The Reserve 
Bank was started as a shareholders* bank with a share capital of Re. 5 
crores divided into shares of Rs. 100 each, all folly paid'Up. The 
whole of the capita! was owned by private shareholders except of the 
nominal value of Rs. <620,000 allotted to the Central Government. 

The shares were distributed among five circles : Calcutta, Bombay, 
Delhi, Madras and Rangoon. The nominal value of the shares allotted 
to Calcutta was Rs. 1,46 lakhs, to Bombay Rs 1,40 lakhs, to Delhi 
Rs. 1,15 Itkha, to Madras Rs. 70 lakhs, and to Rangoon Rs. 30 
lakhs No person could be allotted more than five shares in the 
bwinning, nor could a company registered outside India have them, 
uo person not domiciled or ordinarily resident in India was 
entitled to bold shares, It was later enacted (in 1940) that one 
person could not hold in his came or jointlv with others shares in 
excess of a total nominal value of Rs. 20,000. Five shares gave the 
right of one vote and the maximum number of votes possessed by a 
shareholder was ten. 

In spite of these efforts, however, the total number of share* 
holders went on steadily decreasing, As a result of the oonoentration 
of shares in fewer and fewer bands, a considerable amount of voting 
power became fiozen, thereby reducing the democratie character iff 
the Bank’s constitution. 

Management. The general direction of the affairs and business of 
the Bank was given to a Central Board consisting of (a) 16 
members, namply, a Governor and two Deputy Governors appointed 
by the Central Government on the nwmmondations of the Board, 
(b) four directors nominated by the Government, (c) directors elected 
by sharebolders^two each by those on the Bombay, Calcutta and 
Delhi registers, and one each by those on Madras and Rangoon and 
(d) one Government official nominated by Government. 

•For each iff the five areas there is a Local Board consisting of (a) 
five members elected by the shareholders from amongst themselves 
and (b) three members nominated by the Central Board out of the 
list of shareholders. The nominations were meant to remove any 
deficiency left by the elections by giving representation to Onrepte- 
sented areas and in particular to agricultural and co-operative 
iptepmts in the country. 
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Omemt Ffind{m$ <?/ fhe Remve BanJk^ Tb& Bank fe authorial 
to tramaot the following bosioess:— 

(1) To accept mtoev on deposit without intereet from the 
Central and Provincial Governments, Indian States, banka, local 
bodies and any other person ; 

(2) To purchase, sell and rediscount 

(a) bilk of exetange and promissory notes drawn and pavaMe 

in India and arising out of l/ona fide transactions, bearing 
two or more good signatures, one of which must be that 
of a aoheduled bank, and maturing within flO days from 
the date of purchase or rediscount; 

(b) bilk, etc., drawn and parable in India for iBnanefnv seasonal 

agricultural operations or marketingjof crops and maturing 
within 9 months from the date "of purchase or redis« 
count, and 

(c) bills issued or drawn for holding or trading fn securities of 

the Oovernmenf of Tr dia or Prorinclal Governments and 
maturing within 90 days* 

(3) To purchase from and sell in scbeduled hanks sterling in 
amounts cf not les^s than the value cf Bs I lakh ard hills of 
excbsnge (ioehidipg treasurv hills) drawn in or on any place in the 
U* K. ard maturing within 90 days and to keep balances with banks 
in the U. K. 

(4) To make leans and advances to Ststes, local authorities, 
scheduled banks and provincial co-operative banks, repayable on 
demand or on the expiry cf a period not exceeding 80 days against 
truefee securities, gold or silver, eligible bdls of exchange and 
promissory notes of a Scheduled or Provincial Co-operative Bat k 
supported by documents of title to goods pledged to the tank for 
uommercial eperations or for marketing of crops* 

(5) to make ways and-means advances to Central and local 
Governments repayable within 80 daya ; 

(6) to issue demand drafts payable at its own offices or 
agencies} 

G) to purchase and sdl Government securities of the U. K. 
nraturing within 10 years of the date of purchase ; 

(8) to purchase and sell securities of the Cf ntral and Provincial 
Governments in India of any maturity within certain maximum 
limits; 

(9) to borrow money for a period not exceeding SO davfl from 
4 scheduled bank in India or a Central Bank in any other country ; 

(10) to open accounts with or to make agency agreements with 
central banks in other countries, to act as their agents and to invest 
funds in their shares ; and 

(11) to perform all other fhnctioiifj niuaBy perfomcd hy • 
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Oeotml Bonk fa say ooaatty. The$e /uaeftoaf ore iketuMi in de^0 
below* 

19. CMttral Banldog Fuactiona of the Baok- (a) In, l&« 
fret place, the Baok has the sole right to issue bauk notes ia lod'A 
from 1935 and in Burma from 1937. For the. issue of notes the 
Resertre Bank maintain< a separate department called the Issue 
Department, the assets of which are kept distiuot trom those of ihs 
Banking Department. These assets consist of gold ooin and hwhon, 
sterliog securities, rupee coin and rupee sdouniies. Not less than 
49 per cent of the total assets must consist of go'd coin aud bullion 
or sterling securities, provided that the gold is at no time less than 
Rs 4U crores in value at the rate of « 47512 grains oi fine gold pe* 
rupee which amounts to Its. 2 U3-8 per tola. Any deficiency m this 
form of assets has to be sanotioned by the Qivernmeut and a 
specified penalty of not less than 6 per cent pai 1 on it. Daring the 
war 1 1939-4 i) the Bank's holdings of sterling socnrities went on 
mounting as more expenditure was incurred by the Doverntnent of 
India on behalf of His Majesty’s Government and other Allied 
Oovernments for which payments were made m sterling. From Bs. 
39 50 crores on let September, 1939, the sterling holdings of the Bank 
rose to Ks. 1,034'33 crores on Slat Angust, 1945. I'he percentage of 
gold aud sterliog balances to total not<e issue which stood at 40 44 
on 1st September, 19 j 9, went up to 03 477 on Slat Aigust, 1945. Of 
the gold ooin and bullion not less than 85 per cent must be held in 
India. 

Of the remaining 60 per cent, of the assets of the Issue Depart* 
merit the rupee securities shall not exceed 1/I4th of the total assets 
or Rs 60 crores, whichever a munii is greater. This proviso was 
amended by an ordinance ismed ia Fehruiry, 1341, so that the 
existing limit on the amount of rupee aeounties held iu the issue 
Depirtment was remov-d. Dae to needs of war fiaaaoas the 
Government had to seek far greater aecom nolatioa from the 
Reserve Bank against Treasury Bdls. Tae rupee securities stood at 
over Ks. 174 crores iu -Miroh, 1943, but fell t> Its. 54 crores (on 
Augiut 31, 1945) while the aterliag seountica went up pro. 
poitionately. 

(5) In the eeeond place, the Reserve Bink is raqutrsd to regulate 
the banking system in the osuntry. Every joiat-stook oauk (>bat 
has a paid up ospital and reserve of an aggregate value of not lass 
than Rs 6 lakhs oan be included iu Schedule 2 of the Keserve 
Bank. Such a bank has to maiatsin With the R'-serve Bank a 
minimum balarroe eijual to 5 per cent of its de nand an i 2 per cent, 
of its time liabilities (on which no interest is ailmiaiiib.e) anl also 
to submit a weekly return of its position in a presorioed form. 
In 194H, there Were 101 banka in the aoojnd sobadule lactuove of 
the Imperial Bank and 151 Exchange Banka. The joint stook 
banks include what aresemetimes stvlei the ‘‘Big Five” of I«dm, 
aaaM^f ^ Qoat^ Baok of iodsa, tha.Baok of India, the 
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Bank, the Bank of Baroda, and the Panjab National Bank ead^ of 
wMob has deposits of more than Rs. 5 ororea and a netvork of 
brancheB aQ orer India. The maintonanoe of balances with the 
Keserve Bank by the oommerotal banks has centralized reserves in 
the country and brought about the inestimable benefit of comparative 
U^idity and safety. 

The scheduled banks enjoy the facility of financial accommoda¬ 
tion against approved secnrities. They can also rediscount with 
the Reserve Bank bills of exchange and promissory notes (i) which 
are drown and payable in India, (it) which bear two cr more good 
signatures one of which must be that of a scheduled bank, and (iii) 
which have a fixed maturity not exceeding 96 days exclusive of the 
days of grace from the date of their purchase or rediscount by the 
Bank. Bills drawn or issued for the purpose of holding or trading in 
specified Qovernment securities can also be rediscounted if they, too, 
mature within 90 days. An exception is made in favour of sound 
agrionltural bills, so far as the period of maturity goes, which in this 
case is allowed to extend up to 9 months. 

The Reserve Bank controls the credit policy of these member 
banks and through them of the other constituents of the Indian 
money market by raiaiog or lowering its bank rate and by purchases 
or sales ol Government securities or other bills in the open market. 
The latter process is knoivo as Open Market Operations. A lower 
bank rate would encourage rediscounting of bills with the Reserve 
Bank, thus, increasing the cash with the joint-stock banks and vice 
versa. Similarly, purchases of securities by the Banks in the open 
market would increase the cash in the money market and their sales 
woulo have the reverse effect. 

(c) In the third place, the Reserve Bank is entrusted with the 
of maintsuning the external value of the mpee at Is. 6<i. 

sterling. To do this it is obliged to sell to any person, who pays 
the price in rupees, sterling not less than £10,0J.I in amount, for 
immediate delivery in London at a rate not below 1«. 6-i9/6id. for 
a rupee, and to buy sterling at a rate not higher than 1«. 6-3/16(1. 
for a rupee. Moreover, it has to meet the Government requirements 
of sterling in Loudon to do which it buys sterling from the 
scheduled banks by weekly tenders or at an intermediate tap rate. 
The BxoWnge Banks are enabled by this process to transfer their 
funds oonveniently firom London to India in the busy season. 

(d) In the fourth place, tfae Reserve Bank has to perform the 
important function of carrying out the banking transactions of th(‘ 
Gov^nment which include the aooepting and holding of moneys 
fbr the Secretary of State, the Central Government, the Provinoia) 
Government and approved native States free of interest. It has also 
to carry out their exchange and remittance operations and to manage 
the public debt on their behalf. 

The remittance facilities provided fay the Bank are * ^ery 
impo rtant feature of its opwatiom. the Bank mainMns lands at 
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all branohes of the Imparial Bank and at Gtovonunent Tn»aiaii9>» 
1JOO in nnmbw, to provide tbeae faoilitiea to the banks and pnbno. 
These foodities vere farther extended and standardized in Ootobar 
1940. Under the new soheme the oonoession rate of remittances 
was extended not oa\f to the pablio and sohednled banks, bnt 
also to those 76 non-sohednted banks and 5 indigenous bankers who 
fulfilled prescribed conditions and are on the approved list. The 
rates for different classes of remittances are as follows t 
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In oase of Telegraphic Transfers (T, Ts.) telegram charges are 
levied in addition.^ 


(*j In the jifth place, the Bank regulates the Clearing Honses 
for the scheduled banks and thus saves movements of oa^h from 
bank to bank. The most important clearing houses are at Bombay. 
Delhi, Madras, Kangoon, Lahore, fLanpnr and Karachi beside 14 
others. They are autonomous institutions and so far the Bank has 
not found it neoessary to interfere with their working. The totad 
value of cheques cleared during 1947-48 came to its. 84.80 orores 
as compared with Rs. 72,21 orores in the previous year. 

(/) In the sixth place, the lieserve Bank has to tender advice 
to the Government and banka on financial and banking matters. 

The Reserve Bank has an Agricultural Credit Departmcmt^ wi^ ' 
MX expert staff, the fuactiom of wh oh are—(o) to study idl (jaestiOns 
of agrioultural credit and to be available for Consultation to all 
banks and (6) to co-ordinate the operations of the Bank in oontmo- 
tion with agricultural credit an! its relations with provincial 
co-operative baaks'*and oomtnarcial banks engaged in this bosiness. 
Thus its duties are mainly of an advisory character aUd it oannol 
render direct help. 

Mr. M.L. Darling, I.G.S., was asked to enquire and repUti m 
the working and state of oo-operative institutions in 1935. Hk 
report indicates the manner in which the Beswve BatA; could ren^r 
help in agricultural finance. Sino then the Beserve Bank has 
issued a Statutory Beport (in 1937) snpplemmted by a number of 
buUefcins, 'they point out the difficulty of peuauading the mosey* 

1 I’orloTaf ft-aoii,niS' "Itjclia' in ourrent "y«S»a awe BtaiWfteat^ ‘ 

XXXV’—Ourreaoir and Fmaaoe Beport, 1947*48. 

X Sm bI«> Cttutittisr XI, See. 9. 
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leDclar to pbed off non>f>ank»g bmiioessaad to adopt modem iMmldag 
methods. They also saggeat the Feoonatro'otioa of the whole 
oo>c^ratiTe atruotnre in the currency. "Aa for money-lendme 
'ii|p»8^ting them is not passible, regulation of their basinem by 
'.’MlhliS suggested.”^ 

The Department has oontinned to study the problems connected 
with the co-operative movement, land mortgage nanka, debt legisia- 
i^lOn, warehousing legislations, marketing and other oo^nai^ matters. 
The Chief OfScer was sent to Ceylon to study the coosumers' 
co-operative movement which was particularly sucoessfui there. 
Besides, a scheme for the establishment of an Agricultural Ftnanoe 
Ccwporation was submitted to the Government of India and is under 
consideration. 

There is a feeling that the Reserve Bank has not dooe enough 
for agriculture in India. With the recent nitionalization of the Bank 
it is expected this feeling will disappear and more hope for 
agricultural operations will be forthcoming. 

The duty of tho inspection of banks on their application to 
Government to be included in Schedule II of the Bank Act with a 
view to ascertaining the value of their paid-up capital and assets 
also devolves on the Beserve Bank. 

(g) /» Ike seventh place, the Reserve Bank has to mani^e the 
public debt of the Goverument of India and to float aud pay off 
loans on behalf Of the Provincial Governments India owed a total 
amount of Rs. 512"16 orores of sterling debt at the end of 1934. 
The outs^andng total public debt of the Government of India is 
expected to amount to Rs. 20,49 orores at the end of 1949-; 0. Of this 
Bs, 37 orores is sterliug debt, which also iuoludes Rs. 13 crores of 
nulway annoitks .^gainst this total debt, India holds Ra 15,28 crores 
of interest-yidiiing assets, the rest being unproductive. The 
management of the debt by the Bank has been very sucoessfol. 

(h) Lastly, the Reserve Bank acta as agency for the ooHeotion 
and dhneminatioo of financial information and statistics. It sub¬ 
mits to the Central Government a weekly aooonnt of its Issue and 
B inking Departmenta. Besides, it oompilai, prints and pahltshes 
monthly Statistioal Tables relating to Banks in India and an anna ad 
report on onrrenoy and fiuaaoe. The latest available balaoo e-sheet of 
tlto Bamk is given for oarefnl study by the student. 

20- Badk Rate. The Reserve Bank declares from time to time the 
standard rate at which it will rediscount bills of exchange or other 
eligible oommeroial paper. This rate has been 3 per cent since the 
inception of tbe bank and the war has bad no effect on it. 
Conditions of easy money have prevailed. 

' JKeseree Fund* and Dividends Tbe Reserve Bank Is no divid- 
end*haa4ng oonom-n. Tb^ rate to be pwd to the shareholders is 
limited by 8 eation 47 of tbe Aot. The Rassrve Btuk hasp* Id only 

.. . ....... 

■®\ ttimmpa, ojp. sit. p. 2S9. 
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3-1/2 per oent dirldend aontially except in 1042-43 trfa«i it paid 4 
per cent. Tbe maxiiimm rate of dividend that the Bank to aatho- 
rized to give to ite Bhari-holdere is 6 per cent. The balance of the 
Borpins is to be raid tithe Governor-General-in-Council provided 
that 80 Iona a^ the Reserve Fund is less than the share oapital, not 
less than Rs. 60 lakhs of the turplus, or the whole of the snrplua, if 
less than that amonnt, is allocated to the Reserve Fund. 

Relei^ms vitk the Imperial Bank. The Reserve Bank has entered 
into an argeement with ihedcnpertat Bank which has been approved 
of by the Governor-General in-Conncil appointing the Imperial Bank 
as its sole agent for 15 .tears and thereafter, until terminated after 
5 years* notice from either side, at all places in British India where 
the Imperial Banw bad a branch in existence just before the opening 
of the Reserve Bank. The agreement would hold good if the 
Imperial Bank maintained a sound financial position and the existing 
nnmber of branches, in return for which it was to receive Rs. 9 lakhs 
a yrar for the first 5 years. Rs 6 lakhs a year for the next five years 
and Rs. 4 Iskbs a year for the last five. In addition, the Imperial 
Bank was entitled to receive a prescribed commission on the total 
transactions at the rate of I/16 per cent for the first Rs. 250 crores 
aid bs. 1/.32 per cent fcr the remainder for 10 years when the rates 
Kould be revised. 

In 1945 accordingly the oommisfion rates of the Imperial Bank 
were resised. A Government ccmmuniqve giving the new ratea was 
pnllhhed in Jnne of that year. It says that “the following rates 
shall be adopted for calculating the commission payable to the 
Imperial Bank of India on the turn-over of Government for the 
quinqnenninm 1st April, 1045 to Slst March, 1050 : 

On the first 150 crores ... ... at l/16th of one per cent. 

On the next 150 crores over 160 crores at l/32nd of one per cent. 

On the next 300 crores over 300 crores at 1 /64th of one per cent. 

On the remainder of the total of 

receipts and disbursements dealt with 

annually on account of Government 

by the Imperial Bank on behalf of the 

Reserve Bank of India ... ‘ ... at 1/128th of one per cent. 

The revised rates of oommission have been arrived at after 
expert irvestigstion and are based on t he actual cost to thye Imperial 
Bank. The spirit of the contract is that no allowance for any 
profit should ^ made to the Imperial Bank when it will be rece ving 
its fixed animal allotment of Rs. 4 lakhs during these five years as 
mentioned above. 

This Agency Agreement with the Imperial Bank can be 
terminated if a five years* notice is given by either party in 1050. 

The Imperial Bank was not permitted to open any branch in 
snb^tntiOQ for another in existanoe, withoot the nrevimu apnroyal 

ofthaBesarveBank. 
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of tht Ret«^o B«ob* Th& polioy of iho 
Rei^rv<& Baok amee its inception in 1&35 ba« been generrily 
directed pn right lines and its achievements so far have been of no 
, i^ean order. 

^ JO) The bank rate which used to vary between 9 and 7 pw cent 
beloxe the creation of the Reserve Bank was brought down to 3 
per cent in 1935 and has been maintained at that level to the 
Ipr^ent day. 

(6) The seasonal fluctuations in the money rates have been 
eliminated, while the variations in rates in different buslne£i centres 
have also tended to di8app3ar. The main pressure of seasonal 
demand when the crops have to be moved down from upoountry 
falls on the Reserve Bank and it has been well taken. The 
interbank call money rate quoted by the larger banks has ranged 
between | and i per cent. 

(e) As discussed in detail above the Reserve Bank hag introduced 
very cheap and valuable remittance facilities which have been availed 
of by the general public scheduled banks, Government and 
co*operative societies and banks widely. 

(d) The Bank has achieved a remarkable measure of success in 
the management of the public debt. It has repatriated the whole of 
the sterling debt of India, funded the railway annuities and made 
ample provision for the payment of sterling pensions and furlough 
aUowances in England. In addition, it has floated loans for the 
Central and Provincial Governments at low rates. It ha^ also 
provided ways-and means expenditure through Treasury Bills for the 
Central Government. 


PUBTJC DBBT OF INDIA SINCE 191S 14 
{In crores of rnp^m) 


Year 

Sterling Debt 

Kupe© Dobt4 

Treasury Bills outstanding. 

1»U ... 

26C 

180 

e * 

193S ... 

iU 

485 

46 

19S9t ... 

40 

1991 
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(e) The Bank has kept the exchange value of the rupee stable at 
la. 6d. in i^ite of very trying times. It has done valuabte work to 
improve and develop rural credit in Jndia and maintains a special 
de^rtment to render expert advice to Governments regarding 
oo«operative credit. 

(/) As a banker's Bask, it^haa at last succeeded in piloting an 
exeellent piece of legislation which at least gives it wide powers to 
r^alate and control operations of scheduled and non scheduled 
banks in the country. In the meantime it has snooessfuUy taok}e<i 
the manifold problems of war finance such as the fioatation of numer- 
ous loans, the repatriation of sterling debt and the administration of 
exchange control 

ig) The Bank has done a good deal of research and has a depart- 
meteit staffed by competent economists and statistioiaus whose work 
is proving useful to the country. The Bank is organizing a separate 

1. It iBoIudes Pont debt, Treasury bills, ©te. 

Explauatory msmomuduia of the Budget for 
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Balanee of PAyments Biviaion. It has also'fioggestod to Govorom^ 
the oompilatloD anil interpretation of statistics of natioml 

vhioh are an important indicator of eonomio activity in tee country. 

(A) It has played a very important part in oroani^ing 

[fjdiisirial Financje Corporatioii as an agency for proviamg long-term 
Bnance to industry. 

ITAere the Bank has failed. To be of reiJ value, the Oentaal 

Bank of a pirimarily agricultural country like India, enould tborougn* 

[y oruanize agricultural credit. The Agricultural Department nas no 
[loubt been functioning, but its activities leave much to be 
The relations of the Australian Commonwealth Bank and the 
Hf serve Bank of New Zealand with the primary induptries of those 
Doimtries are worthy of its study and should prove inspiring 
examples. 

The constitution of the Reserve Bank has been exploited to the 
limit during the war years of 1939-1945. It has been lesralJy possible 
to n cognize sterling securities without limit as cover for the 
expansion of currency. 

The Reserve Bank has not yet been able to forge a link with 
indigenous bankers so «« to bear fruitful results nor has it provided 
enough credit facilities to the scheduled banks to avert 
It has also not succeeded in creating a bill market big enough to 
enable banks to invest their surplus funds profitably. J^ov has the 
Bank 80 far (succeeded in the matter of securing for In d i a n joint* 
Block banks tbeir due share in foreign exchange business. With a free 
India the opening of an Fxobang© Bank should be given priority. 

The Reserve Bank has not suor^eeded in keeping stable the inter¬ 
nal value of the curronov unit. This is admittedly an imprint 
function of a central bank. The reason for the failure of the bank in 
this direction is that the Indian money market is not one i^ga^n^ 
Besides India was not a free country and too policy 
was dictated in British interests. Thus while the avoid^ 

inflation and higher prices, we supplied goods and were saddled with 
sterling assets. The Bank was helpless. 

In spit© of these lacunae, however, it has ushered in a new era 
of financial stability and banking reform and has helped ] 0 !nt-itook 
banking in India to weather successfully one of the severest 
in history—the war period of 1939-45. It can also be affirmed that 
service potential is immense and one can look for great achievements 


from it in the future ^ 

22. Nationalkstion of the Resem Bank. The Rmerm Bank 
(Transfer to Public Ownership) Act, 1948. By this Act the Reserve 
Bank of India was nationalized on the 3rd of September, 1948, and 
passed into State ownership. The Bank was nationalized to emtire 
a greater co-ordination of the monetary, economic and financial 


i 


pdlioiee. Under this Act— . , il.. t • 

(i) all sbaree of the Bank held by membera of the^hho havel 
been iwquired by paying oompenaation at the rate <» Be. 118/10 
per^ahara. 
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(ii) Tbe ooBstituttOB of the Central and Looal Boards has been 
amend^ so tbat all tbe directors are to be nominated by the 
Government. Of these one is a Government official, fonr represent 
tbe four X^ccal Boards and »ix represent other interests. The Local 
Boards will consist of three members each and will be appointed by 
the Central Government. 

(iii) Amendments have been made in the Reserve Bank of India 
Aotofl9S4 to enable the Reserve Bank to hold in its Issne and 
Barking Departn enfs not only sterlincr and sterling secnritics as at 
present, bnt also foreign correney and other secnrities of a foreign 
country vhlcb is a member of the International Monetary Find. 
This aroendirent has become necessary in view of Indians rr ember* 
ship of the IMF and tbe obligation laid on the Reserve Bank to 
luy and sell all foreign enrrencirs at prescribed rates. 

This act of nationabzation has been criticized on the grounds 
that the Government is assuming complete powers for directing the 
pohey of tbe Bank and this will result In tbe Bank having to obey 
the behests of whichever party comes to power at tbe Centre. On 
the other hand it is claimed that large-scale planning, on which the 
Govern'^ ent of India is embarking, fs net possible without a national 
institution of this kind. Besides, prominent countries like Canada, 
Australia, Britain, and France have taken their Central Banks into 
State ownership. 

The new regime came into force on 1st January, 1949. 

The Government have accepted the policy of nationalization of 
the Imperial Barb of India, Ltd., too. Put since it has a large 
number of branches outside India, xarioufi technical problems 
connected with such a step errp up. Therefore, for the time being it 
has been postponed. Tbe Governirent promised that compensation 
would be paid to the shareholders on a similar basis as laid 
down for the Reserve Bank. Tbe Government gave a categorical 
asaurance that there was no intention to nationalize other 
commercial hanks. 

23. Savings, Invetfmcnf and Hoarding. After attaining free¬ 
dom India has decided to have a planned economy. Strenuous 
efforts are being made to speed up the process of production. Capital 
is be^ng borrows d from abroad to purchase machinery, equipm^P^ 
and technical ‘know how’. It is, therefore, all tbe more essential 
that all saving resources in the oountrv, however bumble they may 
be, should be tapped as far as possible. In view of the fact that 
there is so much individnabstic economy in cur agriculture it is 
not easy to organize savings satisfaotorilv and eollect them at one 
place. At the same time ft is urgent that we should have at least 
ato approximate idea of our savings and what is known a» hoarded 
wealth and what steps are necessary to mobilize it. It has been 
estimated that these mass savings run into orores of rupees but 
means have to be created by which these saviuj^s can be put Ipto the 
hajcdft of the Btate, 
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SavtogB depend on the diSerenoe between total prodaotiffli and 
total oonsamption in a ooun^y. Unfortunately the power to save 
is poor in India. The majority of zammdara till oneoonomio bold* 
ings and dnd it hard to make both ends meet, leave aside aaring and 
investing. The few who are lucky enough to be outside the pale of a 
deficit economy are improvident and save little ior the rainy day. 
Whatever little is, however, saved in tee Villages w converted into 
silver and gold ornaments, tor, either there are no banks in the 
vicinity to attract savings or the viliager has not enough confidence 
to entrust his savings to a bank. 

Considering that India’s teeming millions run up to l/5th of the 
population of the world, and that during the last four centuries and 
a half India has absorbed less than 1/7th of the total output of goid^, 
the charge that India is a sink ior precious metals falls to the 
ground. India absorbs preoioua metals for art purposes, so do 
Europe and Amerioi, who consumed no less than 30 pur cent, of 
the total gold output during the time that India absorbed a bate 
14 per cent, according to the above quoted authority. 

Hoarding was inevitable when life and property were not safe 
in India. Social conditions (like the dowry systemi enoourag^ 
it. Oiroumstanoes are, however, ohanging and things m this 
direction have ooosideraoly improved, i'nese are no arguments for 
complacency. Elforls should oo made to provide opportunities for 
saving and investment and to discourage hoarding, fne following 
steps might be helpful in this direction: 

(1) The Central Banking Committee was convinced that there 
was not much boarding in India, bat at the same time stressed the 
need for extension of deposit banking. Branches should be opened 
in places where no banking faoihties exist rather than m big towns 
where a large number of banks are already represented. The man 
in the village has to be reached and his savings collected. 

(2) Post offices shottid supply enhanoad facilities to the s nail 
man, A more liberal rate of lutarast suould be ufiTardd to tempt 
him to deposit his meagre savings.* If taa facility of withdrawing 
money by cheques written in Indian languages could be provided, 
it would not only make the post oJioa banks more oouveuieat but 
would also provide a fine inoentive for literacy. 

(3) A more active and intensive propaganda shonld be carried 
on to increase the number of women’s oo-operaiive sooieties in the 
villages. This would tap a source but little exploited so far. Indian 
women are naturally thrifty. The inoaloation of the habit of invest* 
meat among them would more surely work towards dtsoouragiug 
hoarding in India than anything else. Joint-stock banks should open 
special departments for women which should be u the charge of lady 
assistants. Such a step would promote hnsiness habits among women 

i. Hr losepli Kitchen in eyiU*ni» before tiij iloounwiiiMii on ludiaa ' 

Currency and Finoaoe in 15)26. 

S. Tnis has bssn dons rsoentiy, ths rata being vaissd iroia par esat to 
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«nd indooe t>bem to invest their money in the banks rather than 
ornaments. 

(4) Education is the soundest remedy against all traditional 
undoonomio habits. The present system of education needs ^ a 
thorough overhaul. A knowledge of elementary eoonomios 
imparted in the local languages at the matriculation stage would 
also help matters. Lectures arranged under the auspices of Bankers’ 
Institutes and Chambers of Commerce in different parts of the 
country and pamphlets would also be of use. 

24. The International Bank for Reconstruction and Develop¬ 
ment. The world war is over. The neel for rehabilitation is 
perhaps more desperate today than in any previous period of history. 
Political measures alone w’ill not solve the problem unless accompa¬ 
nied by measures of economic reconstruction. The need for these 
measures has been recognized by the bolding of the Bretton Woods 
Otmference (1944) and the creation of the international Monetary 
Fund and the International Bank. 

The Bank is meant to be the major instrument in the resto¬ 
ration of the economies of war-devastated nations and in the develop¬ 
ment of economically backward areas. Thus, it will create a basis fcH* 
a durable peace. It will grant loans of long maturity to member 
nations with the object of (a) reconstructing economies destroyed by 
war and (6) encouraging the development of productive facilities 
and resources in less developed countries. It will thus assist in 
bringing about a smooth transition from a war-time to a peace¬ 
time economy^ as well as help “in raising productivity and the 
standard of hving and conditions of labour in the territories of the 
member nations.” It will naturally give priority to credits for 
reconstruction for economies that have suffered great devastation 
from enemy action and occupation, but that does not mean that 
projects for development, of backward areas, will not receive 
equitable consideration. Besides, the final settlement of the 
huge lend-lease and reverse lend-lease accounts and the problem of 
the maintenance of equilibrium in the balance of aooounts payments 
would also need long-term internationad loans. For these and of 
the equally important purposes of re-establishing world oommeroial 
rdlatioDs on a stable multilateral basis the oreation of an Inter¬ 
national Bank was urgently necessary. 

The total amount to be subscribed to the Bank by its present 
members is $ 7,670 million ; of this only 10% was called up in 1946. 
Bach nation was required to pay 3% of the initial demand in ifs 
national currency, and the lost in U. S. dollars or gold, India’s total 
quota comes to $400 million. The quotas of some other countries 
are ; the TJ. S. A. $ 2436 million, the v. K. $ 1000 million, China $60'> 
million, France $ 460 million and so forth. India’s initial contribu¬ 
tion made by November 1946 came to $40 million payable $ 7,9^ 
OOO in gold or U. 8. A. currency, $ 12 million gold and $ 20 million 
in Indian currency. It was thought that* it would be beneficial if 
India secured the advantage of original tnembership of tiie 
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Xatematioaal Mbnetary Faad and of the laternatioaal Bank. Hetuie 
the Legislative Assembly haviag been dissolved ia Deoembar 1945, 
the Govemmeot of India promulgated an Ordiaanoe to joiu the Bank. 
Mr. Sondrasan, Joint Secretary, Finance Department of the Govern* 
ment of India, was appointed as India’s representative on th« 
Bank. 

The Bank is to be a source of mutual assistance. It has enough 
cosh funds and reserve to meet ii.terest and a mortization on dollar 
obligations for a number of years. If a depression is protracted 
the Bank may call on its subscribers for the rest of the capital not 
originally called. The U.S.A.’s share alone comes to an additional 
12500 million. 

The Bank with ail its resources will assist member nations in 
utilizing their available re 80 uraeB-*-raw materials, transport facilities, 
fuel, power, plant, idle manpower, existing technical and managerial 
skills —BO as to restore pre war output levels, its development ore* 
dita are mainly meant for the nnder-developed areas of the globe— 
mostly Asia, Africa and Latin-Amerioa—to create productive 
facilities where they did not exist before or else to expand existing 
ones. 

The I.B.R.D. has been busy giving loans for long periods to 
various countries needing capital for development purposes during 
194H. For instance it advanced loans totalling $ 34’1 million for 
eleotrio power development in Mezioo. The new hydro and thermal 
electric projects will increase Mexican industrial and agricultnml 
production and help to raise the standard of living of the people. 

Its first and biggest loan of $250 million was to P'ranoe. The next 
lot of loans aggregating 263 militon was for the Netherlands, 
Denmark, Luxemburg and Dhile. They are to be repaid gradually 
over periods varying from 6jr to 30 years and b^ar rates of interest 
up to 4| percent including 1 % commission to be credited into the 
link’s speoiai reserve. 

It also made a loan of $12 million to four Dutch shipping oomp* 
anies. Mr. S.G. Hoar, the Vice-Presi lout of the Bank, came over 
to India early in 1949 to investigate into the genuiueness of 
India’s application fpr a heavy loan for purohase of plant and 
equipment for her many multi-purpose projects and improvement 
of transport. It is expected that a loan will soon be made availaUe 
to India as well. 

Mr. Hoar, while in India, explained the principles on which the 
Bank acted. The Bank has to deal with the most useful wad 
urgent projects first, aud it has to be satisfied that the borrower 
wonld Im unable to obtain loans elsewhere on reasonable t«rnu 
and that It would be iu a position to meet its obligations, 

Almost all the loans are in dollars as the goods needed to be 
pnrobaeed with the borrowed nroney are available to the U.3«A, 
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Soandnesi of a {ffojaot i$ an essential test before the Bank 
mil agree to finance it. It is in the interest of the bcwrowlng 
country to get the proposed projeots passed by the objective eye of 
the Bank, otherwise sentiment and polities may pull towards 
sedootive shoivouts vhich may not be al vays wise. 

Before the Bank adranoes a loan, it oondaets thorouph invest]- 
gations, not only of the individual project conoerned, but of the 
economic and financial condition of the country itself. It 
is not content with the documentary evidence but sends out 
missions to investigate the problems at first hand. The Bank is 
not {Hrepared to lend unless it is satisfied (a) that the overall 
economy of the borrowing country was soundly operated and that 
both polioy and practice gave grounds for confidence that satisfactory 
conditions would be created at an early date, if the country 
was passinii; through some difficulties ; <6} that the overall plans 
for reconstructing or developing economy were conceived and were 
being worked out on lines which would reinforce and not npaet 
the i^io soundness of economy ; (cj that the project or projeots 
within the larger programme which the Bank was asked to finance 
had been metiooloosly prepared technically and were fimansially and 
oonomioally jnstified. 

It is of primary importance, therefore, that a developing 
country keeps a constantly critical eye on the soundness of its 
budget struotnre on the existence of a healthy and stable relation¬ 
ship between wages and prices ; on the effective utilization of its 
available resonroea of materisds, transport and power ; on the flow 
of goods within its borders and the volume and character of 
exports and imports passing across them ; on the development of its 
balanoe of payments ; smd on all the diverse aspects of national 
life which reflect the health of its economy. 

But Mr. Hoar assured that the Bank was not so unrealistic 
as to ezpeot to find perfection, but what it does expect to find 
is a realistic appraisal of facts and a determined and intelligent 
policy to move steadily forward to set right those features 
whiiffi are hindering the healthy evolution of its economy. 

Mr. Hoar suggeeted that no commitment should be entered 
into for any project until (1) it has been proved to fit into the 
gaueral pattern of sound development ; (2) it has been proved to 
be neceeaaiy ; ( !) it has been proved feasible; (4) it has been 
proved capable of doing the job within the time-limits within which 
lesnlts are essential and more satisfactorily than any dtwnative ; 
(5) it has been related to other competing aid complementary 
prqtjeots } and (6) a balanoe has been struck and evaluated as to 
the benefits of employing competent consultants, oontraotors and 
enfineers. 

The development projeots that India has in hand have been 
so sa i n in a d by the missioa sent oat by the International Bankt mid 
it tewqpcMtod tiM* a loan will iwahortly naeMoiiod. 
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Tb© Intemstional Monetary Fnnd aud tbe Intematloika} 
are two independent inaiittitiona. The Fund makea adTaneea fof 
abort tema to meet temporary disequilibria in the balaniseof 
paymenta« lli© Tnternetional Bank, on the other hand, lenda 
money on a long-term bailie either for particular projects or 
generally for the reconitmction and development of a member 
conntry^a eoonomy. 

The amount of the loans that the Bank might grant to a 
j^rtfcnlar country was not governed by Its share (japital in the 
Bank, 
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CHAPTER XTVll 

PRICES IN INDIA 


h ImfMirtaiict and Complexity of the Price Problem Price 
Btody is always a very onaplex probletn. It is much more so in 
India due to its huge sixe and the great differences in the standards 
of Hving of its people. Even the Bombay and Calcutta price index 
numbers vary considerably. Only recently an up-to-date all-India 
Index Number has been started by the Economic Adviser to the 
Government of India. 

1 be Btndy of prices is very important from many points of view. 
They point out the prosperity of a community. They enable the 
Government to assess land revenue and slide It up and down. They 
redect the expansion or contraction of currency and mould Govern¬ 
ment control policy. 

2* A historical review of prices. -^Pre-Mutiny Time. Before 
and the construction of roads and railways in India prices were ruled 
by custom. There were severe fluctuations from year to year and 
place to place. As movements of commodities were difficult and 
costly, conditions of local production controlled prices. Tl»ere 
might be plenty in one district while famine raged in an adjoining 
one. 

Priceefnm to 1860 to 1893. After the introduction of railways 
roads the isolation of the Indian village was gradually broken. 
Custom and status prevailed in the rural areas while competition and 
contract ruled the big towns. India came in contact with the world 
through international trade and world factors began to ^influence 
Indian prices which rose slowly and the index number was 105 com¬ 
pared to JOO in 1873, the base year. 

1893-1913. R^md me in prices : The Daft a Price Enquiry 
Committee (1910). The slow rise in prices in the last deoennium 
gathered pace now. Previously prices of foodstufib had been high 
in famine years but had fallen in years of good morASoons. Now 
they rose steadily without a fall and ‘^there were famine prices, 
without a famine.’^ Mr. Gokhale drew the attention of the Govern¬ 
ment to these abnormal conditions and attributed the rise in prices 
to the heavy coinage of rupees. Such a sudden inflation was bound 
to result in a general rise in prices. The Government, therefore, 
appointed Mr. K. L. Datta to make an enquiry into the causes 
of this abnormal rise in prices. The Committee reported in 1914 
and inferred that the rise in prices was due to (a) general world 
conditions and (6) causes peculiar to India. 

Mr* Datta compared the rise In prices in India with that in 

other countries and found that the rise was higher in India 
ihan elsewhere. 
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Tim rum la ftioM in the world was doe to (if ehortoge in tkm 
ftnpply of ngrSoaitttral oommodities with no iooreased deouuid fern 
tbWi (*() iooreiMed eopi^y of gold and carienoy, (juf dstn^opmeot 
of banking aad credit facilities, and (tvf destraotiv'e wara 1^ th# 
Basso'dapenese and the Boer Wan. 

Bat the higher rise in prices in fadia, acoordiog to Ur. BattOi 
coold he ascribed to oertaia epeoiol caosca each as (i) decrease 
in prodaotioa (<f food grains, which the committee thought was 
due to notimely rains, sttbstitation of non-food for food crops and 
inferior hmd being brought under oultiration ; 

(it) an increased demand for staple commodiiiea due to 
increase in populatioa and improvemew in standards ; 

(Hi) development in the mea.ow cd transport, both railways 
and steamships, and a fail in freights I 

(to) expansion of credit and hanking. The GbvemmeTit did not 
agree with the view that the rise in prices was due to internal causes. 
They asserted that oanaUirrigateif area had practically doutded 
itself during these years ; therefore/ theie could be no shortage ia 
food crops. They as(Wihe4^ the rls^ in prices to world factors and> 
increased credit > ’ 

da a matter of tS4t the rupee became a token coin in 1893. It 
was no more melted. In addition, the Government went on coining 
rupees freely. The totti net addition of new coinage came to 
Rs. 100 crores from 1900 to 1908, and this was the main cause of 
the rise in prioes—the quantity theory of money proving itsdU’. 

The World War, 19 li 19 : Ueavjf rise in prices. Prioes rose to 
unpreoedented heights during the war years. The rise in prices 
during the war may be ascr.bed to the following reasons 

(o) Ineretm in eurrenejf. The notes in dronlation in India 
amounted to Bs. 237 ororea in 1914, Its 265 ororas in 1916 and 
Bs. 362 crores in 1919. The (Sovernment having a monopoly of note* 
issue financed their war needs by *‘artifioiat oreation of porohasing 
power” and “watering the paper currency”.The inoreaae in 
outrcnoy was also doe to the issue of Treasury Bills and war loans 
on the basis of which banks gave credit to oaatomera. 

(6) Jkcremet i» imporle. Imports of manufactnxcs could not 
be maintained at the pre-war level. The destniotion eanaed 1^ war 
and the switching oflF of Jatumr to the prodnotion of armaments 
made that impossible. 

(e) fnerease in insurance and freight rates «mi fyuemri^ on 
the §$a. 

{d) Redriaiom end comlrcit over imgmU and crporte laid by,^ 
Government. 

The falloreof rains in 191S-1919 and 19194920 aoeentnatbife 
ri ce in prioes which reached the ir fa igfaest level in 191 ^1. 

t. Jatbw atul Bori > (sdiao Eoooomkw, Yel. Zl, p. 199 , 
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Prie^ from 30ZO 1o 3S29. Dovmward Trend, The worM b<poi» 
in prince w»8 foUpwed by the inevitable downward trend, which was 
ftirther helped by the pcllcy of "Deflation*’ adopted by all eoantriea 
indnding IndiOk Pricre in India, the D. K., the U.b.A. and other 
countries moTed downwards more or less parallel to each other but 
not very rapidly. 

Prkft from 1929 to 1939. Grrat Ikprettion of 1929^33. There was 
a collapse in Wall i$treet, in New Yoih, in 1929 whioh set the bah 
rolling towards a slide in prices. The monetary and non'Uioaetary 
causes of the siump in trade and the fall in prioes have already 
been dieonssed.^ India was in a more diflScnlt position. Her our- 
xency was tied to the apron strings of the U. K. at the fixed rate of 
la. 6d. to the rupee. A Is: 4d. ratio would hare given India 
per cent, advantage in prices and exports. In spite of a strong 
public opinion, the Government was adamant and stuck to the 
Is. 6d. ratio. The political disturbances in the country also worked 
against stability. India was an agricultural country and she suffer' 
ed more because the prices of agricultural commodities fell more 
than those of manufaotured goods. In 1931 prines arotually fell 
below the 1914 level till they were lowest in'19M when they were 
87 against ItO in 1913. Prices in manufacturing countries like the U.K. 
and the H.S. A. did not fall so low ; there they did not fall below 103. 

Effect of the fall in pricta. Steep changes in prices are always 
attended with great evils. They cause great social in justi ce, upset eon* 
tracts and bring about panic. The fall in prices made the position of 
the agriculturist in India extremely difficult. He forms the large ma* 
jority of the population. If he is unhappy the whole country is 
unhappy. During the depression bis income fell, but the land 
revenue and irrigation charges he had to pay were the same. Land 
rents also, being on a contract basis did not fall. The interest on 
money borrowed by him in the past could not change. Hence he 
could not meet his obligations and his position grew steadily worse. 
In this respect the big zamindar was no better off than his poor 
neighbour. 

The trader found that he could not sell goodsat a profit. His turn* 
over slackened as there was no customer for bis goods. This, in torn, 
afleoted the manufacturer whose stock aooamulated in the godowns 
frnA oonld not be disposed of at a profit. 

The fixed salsri^ olass alone prospered but they form a very 
small proportion of the total population. 

Customs and excise duties, income-tax and railway earoiogs all 
fell off, putting the Government in a most difficult situation. .Taxes 
were increased all round and outs levied on salaries. Exports 
decreased and home charges could not be met. The exodus of gold 
|rom the country came to the rescue of the foreign exchange and 
saved the credit of the Government abroad. 

After 1934 prioes started improving, except daring 1937*38 when 


1. See chapter oa India’s Trade. 



PRICES Iir INDIA 


f7S 

there wiuf a reoereJon in prices and there was a seV'baolc agahi. 
The world along with India finally reoovered in I93d with tlieoa» 
fall of the Seoond World War. 

3. Prices daring the war period. Just after the deolaralion 
of war, prices of both primary and mannfaotnred goods soared up. 
This was mainly due to the spaoulatir© aotivitiea of the "buUs” on 
the exchanges, for there was aa yet no shortage in oommadities, 
Things settled down after some time and the soaring prioes t^'nded 
to fall. Fifteen months after the declaration of war, in the end of 
1940, prioes were actually lower than in December, 1939. 

With the ad rent of 1941, prioes were once asrain on the up¬ 
grade. The United Kingdom had now stepped into the Indian 
market for the purchase of goods. Her purchases, on the one side, 
increased the currency in India, and, on the other, reduced the 
quantity of goods available and this naturally raised prioes. 

December, 1941, saw Japan on the side of the Axis. This 
brought the war close to tOe shores of India. In 1943, there was 
a heavy increase in the prices of all kinds of goods. By the middle 
of 1942, prioes were intolerably high. Things were yet to grow 
worse, however, and in 19(3 prioes rocketed sky-high, bringing untold 
suffering and misery to the poorer classes in India. 

Calcutta was the worst sufi'erer in this respect, being nearest to 
the field of battle. Bombay tendencies were also the same though 
the rise was not so great. One interesting thing was that in 
World War II prices of,manufactured goods did not shoot ahead 
of primary commodities as they did in World War I. 

In the beginning, the Qoverament of India made no eSbrts 
whatsoever to check prioes. In fact they did not think it proper 
to do so. They thought that both agriculturists and manufacturers 
had suffered greatly by the fall in prices during the slump years. 
Later in 1943 when the ruling prioes were very high and conditions 
of inflation had established themselves the Government were corn* 
pelled to put in efforts to control prioes. By this time the food 
resources of Burma were bst to India. The food situation worsened 
and Bengal was struck down by a famine, “ which stands out as a 
great oalamity even in an age too familiar in human suffering and 
death on a tragic scale. Famine on a catastrophic scale had indeed 
faded from memory and was regarded by many (in India) as a thing 
of the past. In 1943 an enemy generally thought to have been fin¬ 
ally vanquished reappeared in full strength and its victims tbronsed 
in their thousands the streets of the greatest city in India, Calcutta.*** 
Handles of thousands died of the accompanying epidemics of 
matoa, small-pox and cholera. Bat “ only one section of the oom» 
munity suffered from starvation—the poorer classes in the rural 
areas.*** As the prioes rose higher the poor who had scanty reserves 
found themselves unable to purchase food grains. 

1*2. Woodbead— Famine Inquirr CommUsion BeporU on Bengal, Vol, l. 
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Gractnany m long eeriea of retnofte* and control neartirto 
disraMcd below irere adopted by the Govcrairent of India to ebitck 
tbeiiteep riee in prices, to rejnilate diatribntion and to redooe 
purchasing power by attracting idle mon^ into Qorenaaent loans. 
At long last ibe measures took effect imd prieds were ebecked in 
mid'ffigbt. 


TABLE I 

litdes No. of whdetaU prieeo. 
(Base—Week ended Angost 19, 1939nsl00.) 


Year. 

AjrricuJMipal 

commodities* 

Raw 

maieriale* 

Primary 

eommoditieib 

3fannf<ietiifefl 

anlclea* 

General 

ief*-40 

127-5 

1I8-8 

124-2 

18P5 

125-6 

IC40.41 

t08« 

120*5 

1)34 

119*8 

1)4-8 

ISSMS 

134*t 

146 9 

1^2 5 

154-6 

137-0 

1943.43 


165 9 

166 0 

190 4 

17P0 

1943-44 

2^8 4 

185 0 

232-6 

251 7 

230 5 

1944.45 

265 4 

£06 0 

24<»6 

258 3 

244-2 

194.V46 

272 8 

210 1 

24^-4 

240 0 

245 0 

1946..47 

314 

2.'^5 

280 

259 

275 

lk47.48 

367 

251 

ai; 

288 

107 


The meaenres put into effect by therGoeemment to achieve this 
comparative stability of prices after 1942-43 may be rapidly 
autnmed up as speeding np and collection of taxM, colieofion of the 
Excess Profits Tax (B. P. T.) on a quarter]y instead of « yearly 
basis, and sale of gold by the Reserve Bank of India on behalf of 
some of the Allied countries. The Cotton Cloth and Yarn Control 
Order, the Hoarding and Profiteering Prevention Ordinance, the 
loan programme of the Central and Provincial* Governments and 
the Small Savings campaign in rarai India also worked in the same 
direction. Local mannfaotarers were encouraged, import licences 
granted on a more liberal scale and more goods were released for 
civilian oonsumption. Food grains were imported into Bengal 
^m Australia and from snrpins provinces like the Punjab on a 
priority basn and reserves built np Rationing of food, cloth, sugar, 
etc., was introduced in the big cities and towns of India. In foot 
everything that could possibly be done to control prioes and 
distribute goods rationally was done from 1943 onwmrds, but after 
the harm bad been done in Bengal. 

At last in^ the olosing months of 1943 the comer was turned 
and the rapid flight of prices was chedked for the time being. The 
alMndia working class cost of living indices for some selected places 
like Bcanfai^, Kanpur, Lahore, etc, also showed the same tendency. 

The end of the war in August 1915, however, did not relieve 
tha strain on India’s eccnomy. Capital goods in India had been 
overworked and replaoements were not available from abroad. !Biere 
was great shortage of food grains and oonsumer gcM»h>, pm^ealarly 
textiles. Labomr <Kists were still swinging apyaim. Kene* 
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wEolefate prlom Aid not reffister a fall, but showed an iaoraase aa la 
eirideui from the figoroa in Table 1 on page 47d. 

When ve ootnpare the trend of prictts in India daring war and 
poet*war jreatii with prices in foreign countries we are at onoe stniok 
with the great disparity. We see that India suffered the most of 
all in that the prices here resobed the highest levels. It is a well-^ 
known fact thac piioes depend on the nnmber of goods cn-ssde and 
the quantity of money available. A oomparativ© study of money- 
supply and prioos tells us that the former increased in all ooruitrier, 
e.g., the U. K., the 17.S.A. and Canada, bat the greatest increase to 
prices ocourred in India. 

The cause of the higher rise in prices in India was the huge 
pnrohase of goods made in India by the Allied Powers to proseoote 
the war. These purchases vastly Increased in yalue in 194i and 
reaulted in unprecedented inflation. The millions in India went 
hungry and naked to supply the war front and got nothing but 
promiass of future payment in the shape of sterling securities. There 
were huge increases in note ciroulation and demand deposits in other 
countries too, but the rise in prio's was kept down by controls and 
rationing of msential goods. Indian controls were not so efficient, 
therefore the rise in prices was greater in India than in other 
countries. The artifleiai factors engendered by the war have not 
disappeared, yet. Adjustments expected to operate automatioally, 
when the war was over, have not done so. There is still a great 
dearth of consumer goods and food grains in India. In spite of trade 
conferences, trade barriers have not yet wholly disappeared nor have 
the defeated Axis countries and the war-devastated Allied countries 
;et been rehabilitated. 

Just after the war was over, there was an improvement in the 
overall supply porition. There were larger imports of consumer’s 
goods from the U.K. There was a gradual repatriation of foreign 
I troops which reduced the demand of the Defence Services on 
Indian gooi^. Besides, some raw materials, stores and machinery 
for the manufactured goods were imported from abroad. Prioes 
should have fallen, but supply of money went on increasing. Hence 
in spite ot relief in these directions, prices could be just maintamed 
at the previous year’s level. The Economic Adviser’s index nnmber 
of wholesale prices averaged £!4S in ld4fl>46 ai against 214 in 
1944-46. 

There was. a rising trend in the general level of prices in 
1946-47, which gathered momentum In 1947-48 reaching the 
very high figure of 307 at the end of 1948. This situation was the 
outcome of the following economic forces 

(o) Money supply spurted up. ITjus the notes in eironlation 
vMoh amotuBted to 1^. 11,63 croresat the end of 1946 incawaied 
to Bs. 12,83 crates at the end 1948. Hits increase resulted in 
a heavy hmrease of advanees by scheduled banks, whiiffi rose from 
n«. 286 croret to Rs. 427 curores during the same p^iod ai time. The 
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increaied 0 U|>pIy of Botoney created inflationary conditions and 
pressed against limited supplies of goods resulting in soaring prices* 

(i) Although the war was over. Government 
capital hndgeia, especially the latter, had big deSoits* They 
contributed to the rise in prices. 

(c) On top of these there was an overall decline in Jg>^5ftnUwal 
and industiisl production. Estimated production of food g • 

in the Indian Union including Hyderabad, which bad averted 4d 

toilhon tons from 1842 to 1946 dropped to 40 mil ion tons in 1847 
and -was no better th4n 41 million tone m 1948. This 
becomes all the more intereeting by the side of a population 
increasing at the rate of about 60 lakhs a year. 

At the same’‘time, the output of major industries, such as 
jnte manufactures, cotton textiles, cement, PfF*''. „ 

chemicals, indicated a fall in 1947-48 as compared with the pr 
year. This decline was due to the inadequacy of raw materials ana 
capital equipment, bottlenecks in transport and civil distur anMS. 
Industrial unrest, which afieeted almost every industry m e 
country, aggravated the trouble. The number of working ^ , 

due to these disputes was no less than 16’6 million man-day 
1947 and 8 million in 1948. 

(d) During 1948, India’s balance of trade j^ew ateadily 

unfavourable, specially against bard currency areas.due to heavy 
imports of foodstuffs. To fill up the gap in I“d.as formgn 
exchange payments, rrstrictions on imports of wnsnmer g . , 

necessiUted: To make matters worse, salaries had to be 

and dearness allowances paid to meet the 

This increased the purchasing power in the hands of the people ana 

further stimulated inflation. 

(e) At the end of 1947 the Government decontrolled various 
commodities like food grains, pulses, sfigar, cotton doth and yan 
tbinyng that hoarded commodities would come out, but th» 
measure added to the already high inflationary pressure on the 
economy and resulted in a further rise in prices. 

The Eoonomie Adviser’s index number of C?" 

{General Purpose Series) which had ato^ at 293 m Ma J 

went up to 341 in March, 19»8. It attam^ a ^ 

390 iu July. 1048. The Government ^ ^^th 

mistake on tLlr part to decontrol and 

They started taking steps to re.itnpo8e oo^rols* to 

gradually started falling till they reached the level f 
March, 1949. 

4. Causes of abnormal rise to 

ation in pt ces are brought about by many o***®®® iw^^mnsible Sot 
One cause cannot be singly onfc and held ^^oP y_f^ ^„netary 
Oie present rise in prices. We shall study all the causes, 
aiul non*m<MJetary, one by one. 
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(a) Inflation, Inflfttion bfts been defitied by » reeest mriter 
" to consist in an enormous riie in the oirenlation of ourreooy or 
legal tender, particularly pap*r mOney, backed purely by Gorera- 
iccnit securities, created generally to meet ourroDt budget dedett.** 
Fresh notes are issued without being needed for business or trade. 
This condition was present during war years. The expansiou in 
notes in India during war years was the direct result of purchase of 
materials and semoes made by the British Government either 
for itself or on behalf of Allied countries. The British were so 
preoccupied with producing war requirements that they were not 
able to pay back India in commodities -hence the accumulation 
of vast sterling asseis to the credit of India in London. These 
assets helped to cover British budget deficits and worked towards 
keeping down Bntish prices. 

After the war was over, the sterling assets could not be 
released in sufficient amount to buy machinery and plant needed by 
India from dollar countries. Thus there was no fall _^in money 
supply. The disturbances in Kashmir and Hyderabad resulted in 
added expenditure and aggravated the trouble which took such an 
acute form in 1948 that the Government were constrained to call 
in for consultation various individuals and griops competent to 
advise in the matter. The findings of the independmatt 
economists were the least prejudiced and deserve consideration. 
They ascribed the present inflationary tendencies to the following 
causes 

♦ 

(i) Continuous increase in Currency, In 194f, toe total value 
of notes circulating in India came to Bs. 11,91 orores against 
JHb. 179 crores in 1939. In addil'oii, total value of advances and 
bills discounted by sebeduled banks was Re. 444 orores against 
Es. 126 crores in 1939. The general price index in March, 1919, 
reached the high level of 370 against 100 in August, 1939. 

(ii) Continued budget deficits during war years and after at 
the Centre and most provinces. 

(iii) Sudden ill-advised removal of controls on prices and 
distribution df goods. 

(iv) Increase in active money due to conversion of oapital into 
cash as a result of migration of population from Pakistan. 

(v) Additions to money supply as a :^ult of supjx^t given by 
toe Reserve Bank to Government Securities. 

(vi) Pressure on money made in the black market uul of 
income trying to evade taxes. 

(vii) Failuie of Government borrowing and savings campidgas. 

(viii) Increase in salaries and dearness diowanoes. 

(A) Scarcity of goods. AU kinds of ooosamer goods, both 
import and locally matmfaetured, are in short supply. 
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^i) Shottagt of f'>odl tap riff in InMa. India haa not beam «df> 
wifficie&i) m her food supply for aome yeara. She uraa imp rbin^j^ 
to taillion tmia cf rice from Burma, Malaya and Thailand,^ iRie 
occupation ’of these countries by Japan created a big gap In 
India's food supply. Besides this loss, there was a deoreaae In the 
prodncdJon of food grains in India itself. 

In spite of this net gap in India’s average food supply, she bad 
to expert food grains to Iraq, the Bahreins, Ceylon and South 
Africa,* thus enlarging the deficit in food in Bengal and Bombay, 
and creating famine conditions there. This deficiency haa siuce 
been aggravated due to the partition of the country due to whioh 
^e canal colonies in the Punjab and Sind went over to Pahistsm. 

(iit Shortage of imported manufactvred goods. There was a great 
fall in the value of India’s sea-borne trade in the third full fiscal 
yw of the war. This fall was greater in respect of her imports. 
Tie following comparative indices for the quantum and price level 
of imports from 1940 to 1943 are interesting. 


T4PLE ns 


Quantum of Imports 


(Base: 193S-30-100) 

1940*4i 1941-42 1042-43 

Quantnea of imports ... 31*3 74'2 37« 

X>eci case ter cent ... —SO'3 — 8 3 —40‘S 

Price Jevel ... 168 4 192-0 

The figures show that imports of fmreign commodities fell 
down to 37’6% as compared with the base year 19J8-39. This 
fixta-eme fall accentuated the problem and made oemBorasr goods 
still more scarce. 


(iiij Shortage of goods manufacture in India. A vsay largo 
portion of production in India was diverted to war purposes. Steel, 

^ textiles, leather goods, rubber and tea were being purchased 
» quantities either by the U. K. C. C.* or through other 
agencies for British, American and Allied nee^, leaving but little 
for the use of Indians, An idea of the huge foreign purchases can 
be had from the sterling assets to the credit of India, * 

Crorw of Bupp»» 

starling assets held by the Baserve Bank, August 

i«3» ... ... «4 

Sterling purchased by the Beaervo Bank to end of 

March 1943 ... ... ... 344 

Sterling payments mads by His Majesty’s Oovem- 

naent ... ... ... 1.898 

Total Ks. 2.0W 


1. 

2 . 

8. 


(c) Speculation and Boarding. Speonlatimi plays an impwtant 
part in the fluotnation of prices even in norm^ tiUiM. It •* 
supposed to help in the adjustment of prices ordinarily, but in war 


1 . Icdian Trade Journal: Aurnmary of Crop Forecasts. 
8. Annoal Report for Ourrenoy and Fina&oa, 1942-43. 

3. Ibid 

4. The Vcitsd Kingdom Oommemial Corporation, 
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timeB there k a glat of it. It that keeps back ettentia! commoditiM 
from the eODtamer m the hope of farther rise in priora. Mr. 1*. 
KitBenyi rightly calls the epeoalator the boarder and the gamblett 
*^pobUe enemy number otie.*’* Wbetber the hoarding is don© by 
provincial governments, baniyas, banks or zamindars, the aotion it 
equally orimmal aod amounts to blood-sacking of innocent people, 
sayt Mr.Nimenyi. "What about these ctdd-blooded gamblers who 
openly pride themeelvet to have o^irnered markets saocessfully 
and boast to have made orores out of nothing ?”* Speoulation on 
margin was greatly responsible for the rise in prices in India in the 
days of war. 

(d) In a period of war, the psychology of the man in the 
stre^ changes. Not only the speoniator and tbe primary grow^ 
stimaiate the increase in prices, but the ordinary oonsamer too, if 
he is not a mere day-to-day purchaser of necessaries, lays in stocks 
as far as be oan afford them and innocently .gives a farther upward 
push to prices and this is what happened iu India in 11143. 

' (e) Transport diffieullies and maldistribution of goods. The 
fflovenrent of army personnel and eqaipment made tremendous 
demands on railways. The carriage of coal by rail, previously large¬ 
ly done by sea, laid an added strain on railways. The reduced ^ 
supply of petrol, rubber tyres and motor lorries severely handicap* 
ped road trafho. It was, therefore, not possible to convey essential 
commodities from surplus to deficit areas in sufficient quantities. 

In addition, full co-opera ion was not given by different provinces 
and the Central Government had yet to gain experience of thorough 
co-ordination. As a result hoarding, profiteering and speculation 
ruled. 

(/) Failure of Government Contrcda, All warring natbns*- *' 
totalitarian and democratic—put a "Blanket Control” on prices.* 
The object was to make prices insensitive to additional currency 
needed for war finance. War loans were initiated to absorb the 
redundant money. 

It was not desirable to restrict agricultural prices in India in 
the early days of tbe war.* Tbe fodian peasant had suffered severdiy 
from depressed prices after 1929 and he was to be allowed to 
recoup losses. In the last quarter of 1941, Qoyemment fixed 
wholesale prices of wheat in tbe stand « in tbe Punjab and also 
appointed a Wheat Commissioner. Prices of cloth aiui yarn also 
shot up. In 1942, three Price Control Conferenoes were held, but 
extension of control to all commodities was not thought of. Dua 
to lack of strict physical control over oommodities a black market 
developed and whrat and other essential neoessories went into 

1. li. NinMnyi—War and Prices, p. 43. 

2. Ibid. p. 43. 

3. Th«U.K. introduesdfultpnoeomitrol iu July 1941, Canada in llov- 
embar !S4I, and tha U.S.A. in April 1942. Blanket control aigntfi^ (ha 
HxaUon of maximiun prices and tidcing steps to saoibsr the rise, if any, la 
tbe future. 

4. ^ooud Prioa Control Coaf«r«ioe. J'aausry 1940. 
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hidiog. WhwA bftd to be decoatroUed in 1942,^ Sugar, fcereeeae 
and petrol wnre also eoatroUed and they doTelopedi high prices in 
the bkek naihet. In 1043, the Government controlled eloth and 
yam, atd atutcd a scheme of sale of '‘Standard Cloth*' to the 
poor all over India at fixed prices. 

The Central Government did not aebieve a brilbaat anooess in 
their eontrol policy m the early stages mainly beoanse their methods 
trere haphazard and unoo^ordinated. They fixed prices hot dtd not 
eon^l the anpply of eommodities nor did they have reeonise to 
rationing of eaeential commodities. 

5> Efiects of the rise in larices. Bieing prices do not 
have the same effect on all persons. The emalier ^ the income and 
the larger the family, the greater is the hardship. People vritb bigger 
incomes have to sacrifice only luxuries and eomforta while the 
poor have to part with necessaries. In India the majority of 
people being poor, tbe snffering was accordingly greater. The Coat 
of Living Indices for working classes ha some towns of India given 
below give an idea of tbe higher cost of living. 

TABI^B in. 


Ba0» 

1934«100 

1946 nB 

1946 U9 

mr 279 

1848 50» 


If o rhl Coat of hi ring 

iftugtisi 1838 

:=:;10a 

JCagpur 

258 

tm 

320 

872 


Augorit 1838 
salOO 
Kanpur 

308 

328 

378 

471 


iBeqnalitica in inoome are greatly agiiravated by the rise in . 
prioes. Let m diaonss the effects of this rise on different aotivilies / 
and classes in India in detail. ^ 


1, Effects on Production. When prices are low a certain 
amoofit of rise encourages production but a steady and steep rise in 
prices results in a continuous rise in the cost of produetton^ As a 
result demand declines after a certain stage. Thus it is seen that 
production baa declined in India resulting in a crisis. 

Inflation creates a false idea of pro^^perity. Each rape© the 
business man gets, however, is worth much less in goods. Taxes 
are heavy. More money doef* not bring greater economic welfare. 

Inflation creaks big contrasts of wealth and poverty. Only a 
few are prosperous, most of the peop’e are not happy. 

2. BfffcU m Labour^ Dae to a rise in prices and a higher 
cost of living the labourers are unhappy. The Bombay cost of 
living reachi^ 1^8 high level of 268 in 1047*48 as compared with 
100 in August, 1909. Dearness allowances are given to keep labourers 

1. iTiual ergumfut ndvaaoed against fjontrola. It must ba 

femembetf^d that the failmc mHov^rnmnni in controlling prices wsi due to 
fact that their anil on waa not syatemsffe. Tbe eonunodity of wheat ehould 
have been Sfiproprlated and rationed at the fimd price. 
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QontoQtod bafc qaiokl;f beostae ia«deqaAte doe to tbo 
spiral oS pvm», Thors is groat mxtmt rssnltiQg in disputso And 
strikes. 

The p(wit!(»a of agrienltaral labonreis, in so f&r as they «re not 
paid in kind, doterioratos. Their wages do not rise in proportion 
to the rise in prioes. 

3. Bffeel* on middk<el(MS p$ople. They forai the ba^bone 
of soeiety, and eie geacwally edncated. Most of them are emidoyeos 
either nnderiSoireminent or in bosiness offioes. Thus their incomes 
are fixed. They are the worst safferers when prioM rise. 
They are oompeUed to rednoe their standard of living as they 
have not got mnoh saringa to £sit back umn. A large peroen* 
tage of their income is spent on clothing their families. This expense 
must be k^t up for the sake of appearances, at the cost of riirir 
4 lot, whhfii suffera in qoidity. Even ^eir savings and provident 
funds proceeds deteriorate in vaiae, thus they are the worst hit. 
An int^igent Government most tackle their difflonlties thorough* 
ty, for out of them are born leaders who may prove dangerous to 
any stable Government. 

4. Effects on hoarding and blsick-marieting. Rising prioes 
always stimulate hoardpig of all sorts of commodities including food* 
stafis. Prodjjmers, traders and consumers ail try to hoard. Some 
board for betier prioes and indulge in blaek^marketing, others board 
hecanee they are afraid of higher prioes sad black-mcurketing. 
Government tries to curb these unsocial aotfvities but their efforts 
are ineffective so long as inflation lasts. 

We may oonolade then that the industrialist, the speculator, 
the trader, the contractor, the business man, all generally profit 
enormously from rising prioes. They aoffer only if Government 
successfully controls their operation and taxes their gains. 

6. ^Mmadies. (a) During war-years. The Government of 
India at last roalised the seriousness of the situation. They took 
a wide range of remedial action as the year 1943 advanced, boib 
on the side of reduoiti^ the money supply in the country and of 
increasing goods and distriburing them better. The various steps 
may thus be epitombted; 

(t) One effective method to curb prioes from rising farther is to 
stop expansion of ourrenoy. If more and more money is put in 
otroulation and strong controls are not applied to make it ineffective, 
prioes are bound to rise in a spiral curve. The pace of British 
putdmses in India was at its maximum in 1943 and correspondingly 
so was note oiroulatton. After that the siddirionai notes put in 
oiroulatldD by the Reserve Bank of India were at a slower spee^ 

(tj) The rooond remedy is to rednoe tile eurrent bioim^ in 
oireuiation, <.e., to deflate. This is always a painfnl businses but 
it can be achieved in the fofiowiug ways 

(1) fmtiion. Taxation had already greatly inmeased in India 
but more bad to be imposed. The Indiaa eomiomiats in tlmir 
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UiKCkiffBto BQggestod, “Taacafeton, in oar opinio, ahoiiM be »i»eil to 
tbe highest proetioable pitch, adjusted to shoulders that can bear it." 

The arresTB of the Excess Profits Tax amounted to Eai. 100 
crores In May, 1043. An Ordioaooe was passed to realise them. 
SakiB of income-tax oertifioates, in adranoe of the payment of the 
tax, further helped matters. 

(S) Ctmjntlaorp Savingt Schemes. Bach sehemM ooald be 
initiated to compel the zamindar, who was better off, to save nmre. 
Some provincial Governments decided to appoint canvassers in each 
district to induce people to buy defence B .nds and Certificates and 
thus withdraw about Bs. 10 crores from oironlation. 

(3) Iteamess allowances and higher wages were granted. This 
was bad in principle as they only helped infiation and further raised 
prices. Instead, employers, including Oovernment, diould have 
retrenched in every direction and opened depots for sale of essen¬ 
tial commodities to their employees at reasonable rates. Bationing 
should have been adopted. 

(4) Government efforts at borrowing in India did not meet 
with sufficient success. This was due to lack of confidence in the 
Government and to the presence of more attractive avenues of in¬ 
vestment from the point of view of returns Confideace was later 
largely restored due to Allied successes. Bnt until other forms of 
investment were made less paying, Government loans could not have 
been heavily subscribed to. 

In fact, all possible measures to put a stop to high profits, 
wages, dividends and bonuses should have been quickly put in tram. 

(n't) Chech on speculaiion. Hedge contracts in cotton were 
banned. Dealines in futures in wheat and other primary commodi 
ties on Produce Exchanges were also prohibited. Eorward dealings 
on margin basis on the bullion market were restrained by a ban on 
forward dealings in gold and silver. All possible measures were 
gradually adopted to ].ut trade on a cash basis to contrcd the 
speculative element in prices. 

A Capita] Issues Control Order was passed to prevent the 
growth of mushroom companies. As time went on. gaps disoovered 
were filled in and Government regulations strictly enforoed. 

($») Price Controh. Partial eontrol is worse than no control. 
It results in black markets by driving the commodity controlled un¬ 
derground. The Government fixed the priee of wheat in the Punjrb 
in IMS without controlling its supply and failed. What was needed 
for snecess was "a blanket control of all prioes,"^ i.e , fixing a ceiling 
to prices as well as acquiring pfaysioal eontrol over it. Only then 
pould the extra purohasing power to the country be tied op. This 
tnui not an eaiqr job in a vast country like India, espeeiaHy when 
every province puiled its own way and every petty State bad 


U Miinifesto l^jr ladiaa Bcouoativfs. 
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a|>oIioy of its OVD. Ths problom of food supply in Iwdk idtcmM 
bow been treated as «mj© single problem. A oomprebeosira policy 
of i!o>ondioaiion from the Centre was tbe <«iily way to solve it. X^ater 
on, experienoe already gained from the control and distribution of 
sugar, tea, etc., bel{i^ the Government in a solution of th» 
argent problem of food with growing success. 

(v) Tran»port. The main problem in India waa not <H}ly that 
of defidt in food but also its pr<^r distribution. Quick ana <die«p 
transport of commodities equalizes prices Steady and equitable rate 
all over the country discourage hoarding for higher prices. All possi¬ 
ble effiorta, therefore, were made to grant priorities to movementa 
of food. In spite of all efforts, however, railways could xmt 
possibly do all that was needed of them. 

(«») Imreiued production. Mr. 6. B. Birla, a bnsiness mag- 
nate, waa of the opinion that prices could be brought down with an 
iucreosed production of commodities. The supply of agriouitural 
products is comparatively ine'astio and that of manufactured goods, 
too, is limited by the supply of machinery and toola An increase 
in commodity supply can, to say the least, be limited and cannot 
keep pace with expanding money. Bence, while making all possible 
efforts to increase the production of essential oommoditiea, the 
monetary side should not have been neglected. 

To increase the growth of food crops in India, imports of ferti- y 
iizers from the U.S.A., and American experts to train Indian oulti* 
vators in soientifio methods of farming and animal husbandry were 
suggested. Suitable Indiana oonld also be deputed to study fi^ign 
methods in actual practice. 

Tfae area under food and non-food crops needed to be planned 
and controlled. Mere propaganda campaigns like the “Grow More 
Food,” “Use Less Cloth,” “travel When You Muat” either aohieved 
nothing or overshot the mark. What was needed was a thorough 
Centralized plan, oarefully supervised and strictly regulated and 
that was not possible with an alien goiremment at the helm of 
affairB. • 

The war waa over, but prioes still went on rising. As noted 
previously, the Government grew highly perturbed in 1948 and con¬ 
sulted different bodies including independent economists. They 
suggested the following remedies■ 

(A) Fucal meMurea (i) Expendilure. There should be vigorons"K 
retrenchment. Unnecessary staff both at the Centre and in the 
Frovincee shonM be dispen^ with. £k>onomy OommitteM should be 
set to work. Even expenditure on socied, educational and welfiure 
aotivitiea should be curtailed and only so mnoh allowed as can be 
met out of current revenues. No grants should be made to Provinces 
unless absolutely essential and the Ctmtral budget balanced, Befatwe 
budget ebonid be somtiuized and out whoever possible. The refund 
of£.P.T. should be postponed and all expoEiditaro which iatiot 
tmnrediately pioduc^ve should be withheld. In this ooaoeotioa it 
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vottld be irise (o postpooe prohibition programmes and Zamlndari 
abolitios. Even capital ezpenditnre efaould be met ont of genuine 
borrowing. In faot, not a pie ahooid be epent «Qne<mi»atiiy. 

(ii) Taxaticn, Steps should be taken to realize the wlrnle of 
the evaded income tax. A graduated aurobai^e of ineoma«tax 
ahooid be levied on all inoomea above Ra. 5,000. Boaioeaa pmdta 
tax abooM be raided to 25%. Steeply graduated death dutiea sure 
recommended. Incrme*tax on agrionltural inoomea and sorobarge 
on higher limits of land revenue should be introduoed everywhere. 

(iii) Borrowing. Six>monthly and yearly Treasury Billa at 
slightly higher rates of interest would be naefut. Small savings 
should be encouraged as well as Bonds and Certidoates oarrying 
higher rates of interest. The Mahatma dandhi Memorial Fond 
should be kept intact for the time being. 

(B) Momeictry Measures, The total value of notes issued by 
the Reserve Bank should be limited to the existing amount with a 
margin of discretion to meet genuine variations in seasonal demands. 
All l^ks sbould be required to bold Government securities to the 
extent of 25% of their total demand liabilities. 

{0) Controls. Capital issues for industrial enterprises should be 
made as free as possible, banking companies and investment trusts 
should be caiefuily scrntmized. Imports of essential consumer goods 
sbould be given preference and as large as possible But the imports 
of non essential goods should not be allowed. Export controls should 
be exercised with a view to implementing bilsdieral trade agreements 
required for securing imports of essential goods. 

It is essential to freeze all personal incomes snch as wages, 
salaries, and dividend above a certain fixed minio urn. Uodistribated 
profits sfaouM be invested in one or two^yem* certificates. 

The Government most aooept the responsibility of preventing 
priors of feed grains from exceeding fixed ceiling prices. In urban 
and industrial areas, food grains should be distributed through 
ration shops. Steps should be taken for oomnulsory proourement of 
food grains and importing them from abroad. 

Control and distributirm of cloth and yam, paper, vanaspati, 
steel, cement, coal, etc., should be reintroduced, 

{D) Pioductiov A programs e of produotion targets should be ’ 
laid down for each major industry. Small scale and cottage 
industries should be fully developed. 

Pome of the above recommendations have been taken up, while 
others are being implemented gradually. 

7. Price Control aid RatiimiBg The mao in the street in 
India supposed that with the cessation of hostilStiee in the worid, 
the oohtfol on prices and the rationing of necessaries womld aatom*- 
tiMiy Bome to an end. His expeotations were belied. The war was 
over but the controls continued. The reasons are obvious, Machinery 
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in !ndi«a faeimm wa« grenUr worn oat da« to doablo^ft 
vorl^lig daring the war. New maobinery waa not ftrailabio eitlM»r 
from Engkod or the U.S A. The lormer was equipping her own 
fiiotorh^ for a a^te of ooasaater goods to be exported abroad. Sash 
exports were urgently needed to oorreet her aebt>ridden econo ay. 
The latter tU.8.A. > would not supply capital goods to Indie on credit 
nor did the Brit^ exchange India's sterling assets into dollars to 
buy them from the U.S.A. Thus su^eient imports of requited 
machinery w«re not possible. On the other hand, thm'e were large 
numbers of people in India simply lousy with money and prepared 
to spend it on goods which they oonld not buy daring war time'. 
Thirdly, there were vMted interests which refa!>ed to release what 
they had. It hi reasonable to conclude that controie would stay for 
a long period in such circumstanoes. 

Price CotUroh in India. The common experience in India has 
been that the moment anything is controlled, it simply disappears 
from tiM open market. It then makw its appearance in the black 
maiket and is sold at inordinately high rates, fhe Ooveromeot of 
India bad no experience of price oonnrola and were caught unawares 
by the advauce of Japan in the Saet. The prices rose steeply and 
the Government tried to meet the situation by half measures. Be« 
Bides, the S.P.T. had been imposed to win for the Government its 
abate of Uie wealth won by the black marketer from the oousumer. 
the Government control was, therefore, lax The oontrolling staff 
was far from vigilant. It was also 03rmpt Very few oases of breach 
of law were detected and those that went to court usually failed. If 
the guilty parties did happen to be oonviotcd. the pnuishnieuts 
swarded were ndiouloasly low. In fact it was not realized that the 
black marketer was the enemy of the people and deserved oondign 
puniabment for his sins. Nor did the pu-riio co oper ite with the 
Government. The consumers boarded and the dealers created arti* 
fioial scarcities as much as they could The district authorities into 
whose hamds the Government left things were often incompetent 
and inexperienced. The greatest fault of the Goverament lay in 
that their control was ineffective aud weak. They controlled prices 
and not supplies When ultimately the Central Government started 
controlling supplies, the provincial Governments refused co-operatioo 
and made profits out of the needs of the poor starving oonsumers. 
Thus these half-measures resulted in chaos and a merry black 
market fiourished. 

Besonroes are Umited in every country, more so in Indii, which 
depends for many types of manufactured oonsutner goods on foreiga 
oountnes. The soarmty Is accentuated in war timee when GoVem* 
ment utilizes eapitol and labour in prosecution of war. On the other 
hand, demand Inojreasea, as most people have more than they ever 
had before. If the rich ore allowed a free baud and can ouy all 
tl^ need or fancy, very lii^ would be it^t for the poor. In ilmc» 
of war an equitable diskibutioa is a mnohntore nrgmit necessity. 
Only raUmi»(f can Iclilsve this. 
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Yj %Whm supplies are unoertafu and insufficient, rabloutnglil^ tbe 

eeaet^tiai Tbia was wbafc happeried to food eupptieii if^dia 
%mtk Pnnoa was occupied by the Japanese. Tbe surplus proyinoen, 
like tie JPunjab, objected to being rationed. But as Mr, ]p3rby. the 
^tioning Adrif er to the Government of India, said, * CooM ^ 
j4ue food grain producing area today fce in that fortunate |Kmition 
always V* The probieai had to be viewed for tbe country as a» 
W^ole. India was a single Centrally^admlnistered unit. If the 
United Provinces refused to give sugar, tbo Punjab her wheat, Ben¬ 
gal her jute, and Bombay her cotton textiles it would lead to ^chaos 
and disorder. The U^N.E.R.4. (United Nations Belief and Beha- 
bihtation Administration) could not be exneetcd to help India if all 
possible economies had not been carried out within the country 
and all resources properly mobih^ed. 

Tbe beet way of rationing is to look on all people, rich and poor, 
as e<]ual and to allow no discrimination whatsoever. This would 
avoid long queues, save time, disc mrage blauk markets and eschew 
much beart-burniog. The special permit system, which resulted in 
so much corruption iu the diatribution of cloth in India, should be 
utilized only in the case of rare commodities which are not iu uni¬ 
versal demand or are too expensive for the common man. 

^ B^tloning of one csommodity, as a matter of course, leads to the 
raMoning of others. Money saved in one direction, say cloth, will 
be released for buying other goods, and to avoid a steep rise iu the ir 
pldces the btate would be ultimately compelled to ration those other 
goods as well. Further rationing involves a complete control over ^ 
supply of goods and sometimes a monopoly procurement at tW 
origin. Once the State starts rationing it must honour the ratioii 
cai^. ’^'^At the start the Government of India made mistakes due Id 
ignorance and negligence. They had no experience and no traliwd 
personnel. Fxperte could not be creatf d to order. There was 
bullying, a great deal of red-tapism and corruption on a large seipj^ 
This naturally disgusted both the honest business man and the con¬ 
sumer. A proper organization builds up public confidence. It is seen 
that rationing of food avoids waste. Every one feels that he should 
economize. There is a feeling that food Is valuable and should b© 
saved. Large parties are given up; courses at major meals m 
restaurants ana hotels are prescribed; while numbers at marriage 
and other social functions are limited. AH this results in saving of 
food. Bationing avoids long queues, reduces Vack-marketing ana 
makes the best of meagre resources. It compels people to save money 
and thus neutralizes Inflation.y/Ife is due to successful rationing 
alone that prices have cot risen to such heights in the West# 

Bationing, therefore, should have been continued as long as 
there was not enough food, cloth aud other goods to go round in 
the country. It did not matter whether these goods were 
In India or imported from abroad. But the Govermwnt of Innia 
adopted a policy of decontrol in Beecher, lW7t Tbiy fondly 
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hopfld vbiidi had gooe into biding would come oat in dye 

open moiiMil UfiM aearoities would disappear. They vainly appeided 
to the iinaiftoai and patriotio inatinota of boBineasmen and adviaad 
them to iMf the prioes low. They were] mortified to see prioea 
shoot ap ntiddly eo mnoh so that the general price index number 
soared op to 3fiS in July. 1948. against 298 in July and 802 in 
NovembMf 4047. 

The Government revised their policy and introduced controls in 
food grains and cloth again to secure their distribution at reasonabfai 
prices. Kation ng in sugar was not reintroduced, but steps were 
taken to reduce its price. Measures trere adopted to secure better 
distribution of esaeotial commodities like kerosene, iron and steel 
and cement. Pi ices of cloth were controlled at a higher level but 
a certain quota of Indian mill cloth as well as the whole of foreign 
imported cloth vms left to be sold freely without permits. As a 
oonsequenoe of these various steps prices s^artt d falling after July, 
1948, and the general price index in March, 1948, has come down 
to 370. 



CHAPTER XXVni 

CURRENCY AND EXCHANGE 
l8351d2S 

1. Introdiiclion. To iinderBtand properly the present cnrrenoy 
|> 08 ition in India it is neoessfiry to trace briefly the Indian currency 
history for the last hundred years. During this time India has had 
experience of silver standard, a gold exchange standard, a gold 
bullion standard, and a sterling exchange standard. Throughout 
the period, there has been an undercurrent of demand on the part 
of Indian opinion, sometimes also supported by high Government 
officials, for a full-fledged gold standard with gold coins circulating 
as currency. This ideal still remains to be realized, but its possibi. 
lities now are intimately bound up with the recent international 
currency developments, 

2. Establishment of Silver Standard (1836). The silver 
mono-metallism was established in India by the Currency Act of 
1835, Before that date, the silver rupee and gold mobur were 
current in Northern India since Akbar’s time and in the South gold 
was the principal currency. In addition, there was a bewildering 
variety of coins current in different parts of the country, when the 
East India Company came upon the scene.^ And it was their 
desire for a uniform currency system in the interests of trade that 
culminated in the passing of the Act of 1835. 

Under the silver standard, any one could take silver to the mint 
and could get it coined into rupees weighing 180 (11/12 fine) free 
of charge, Gold, however, did not entirely disappear from the 
field. The Act of IS'iS authorized the coinage of gold coins if 
required by the public ; and a notification of 1841 authorized public 
treasuries freely to receive gold coins (gold mohurs) at their face 
value, i. e,, at the rate of 15 : 1, in payment of public dues. This 
notification was withdrawn in 1852, when large quantities of gold 
coins began to accumulate in the public treasuries, due to the fall in 
the price of gold. The authorities kept to the policy of siker 
mono-metallism, in spite of agitations now and again in favour of a 
gold currency, up to the year 1893. 

3. Breakdown of the Silver Standard. Difficulties began to 
arise in the working of the silver standard after 1874, due to the 
fall in the gold price of silver, which began about that time. The 
rupee being a full-bodied silver coin freely minted, its value (rate of 
exchange) in terms of gold (or sterling) fell with the fall of the gold 

1. Aocordinj^ to an estimate, 904 d'fforent gold and silver coins of 
varying weights and fineness were current. 


490 



CtJRRENCr AND BXOaANQB 


iOl 


value of eilver. The price of silver fell frcm SSd. per oz,, average of 
five years eudiug 1880, to 39i. per 02 . ia 1893 ; and oorrespoadingly 
the irate of exchange fell during the same penod, frotn 20 6i. to a 
nip6e to 14‘9d* 

The fall in the gold prica of silvrer Wis due partly to the greater 
supply of, and oontmotion in the demand for. Silver and partly to 
the smaller produotion of goli, on the one hand, and the greater 
demand for this metal on aooount of enb^titution of gold currency 
in place of silver by a large unmber of Buropaan conatnea,^ on the 
other. 

The oonseqnenoes of the fall in the value of silver were serious. 
It paid people to purchase silver cheap and get it coined into rupees 
from the mints. This led to a general rise in pricses, due to tbe 
increase in the amount of money in circulation. The import trade 
also suffered, because more silver rupees were required to pay for 
imports of a given value in sterlino;. The trade in general, includmg 
exports, was also unfavourably affected due to the element of un- 
ooftainty regarding the rate of exchange. Moreover, the European 
oSciala in india demanded allowances to make up for the loss they 
Buffered in meeting their {sterling obligations in England. But the 
greatest problem that arose was in connection with the payment 
of what are called ^‘Home Charges/' These are, as we hare seen, 
paymenta made by India in the Cfnited Kingdom to meet salaries 
and pensions of British officers in Indian service there, her 
obligations in oonneotion with interest on sterling debt, prices of 
stores purchased, and shipping services rendered to India. The 
fluctuating exchange introduced considerable amount of uncertainty 
ia budgeting for the Home Charges, besides increasing their 
burden in terms of rupees. As the Finance Member of the time 
pointed out, a fall of one penny in exchange would have meant % 
defloit of three orores of rupees iu the budget^ while a nsa of one 
penny would have led to a surplus. 


Something had to be done. The Government referred the 
matter to a committee under the chairmanship of bord Hersohell. 
The ^mmittee reported in and recommended the closing of 

the mints to the free coinage of both gold and silver. This was 
done by the Coinage Act of 1893, and the silver standard wa 4 i 
ended. The Committee also recommended that the rate of exchange 
should be provisionally fixed at U, 4dt. 

4. Towards a Gold Standard But what system was to take 
the place of the silver standard? The lierschell Committee had 
proposed that ‘'the closing of the mints against the free coinage of 
silver should be aooompanied by an annouuoemant that, though 
closed to the public, they will be used by the Government for the 
coinage of rupees in exchange for gold, at a ratio to be then fixed, 
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2* Bersohel! Ocmmittee Keport, para. C. 
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say at 1«. 4d. per rupee; and that at the GoTemment teeasuriet 
gold will be reodived in satisfaction of pnblio does at the same 
rates.”^ Along with Act VIII of 1893, therefore, three notifiefCtions 
were isaned (Nos. 26'52-4 of 26th June, 1893), by which arrangements 
were made to gire effect to these recommendations. 

As there was redundancy of rupee, it was some time before its 
value came op to Is. 4i. The Indian exchange fell to 1«. 31/32d. 
on January 23, 189 <, after which date it rose steadily till in January 
1898, it reached the legal ratio of Is. 4d. 

In 1898, an Act was passed which authorized the issue of 
enrronoy hotes against gold received in England by the Secretary 
of State at the rate of one rupee per 7*53344 grains of fine gold, 
plus the cost of shipping gold to India. This gold was to be kept 
in the Bank of England earmarked as a part of the Indian Paper 
Currency Reserve. The Secretary of State under a notification 
(January 21, 1898) announced his readiness to sell telegraphic 
transfers on Calontta, Bombay and Madras, at a rate not exceeding 
Is. 4*15/32d. per rupee. 

“The object of the curreooy reforms of the 1893-98 was (i) to 
prevent a further fall in the gold vidue of the rupee, (ii) to famili¬ 
arize the people of India with the use of gold without forcing it 
upon them, and (iii) to stabilize the rupee sterling ratio at Is. id. 
per rupee. Obviously these measures were both experimental and 
transitional. The ultimate aim was the introduction of a gold 
standard with gold coins and rupees in concurrent circulation at 
a fixed ratio, the rupee being reduo^ to the status of full legal tender 
token money.*’* 

When the actual rate of exchange, therefore, reached the 
point fixed by law in January 1898, the Government of India asked 
the Secretary of State to terminate the period of transition, and 
submitted a scheme for the introduction of a gold standard. It 
was to examine this scheme that a committee was appointed under 
Sir Henry Fowler in April, 1898. 

Fowkr Committee, The Committee considered some other 
propoialB besides the one snbmitted by the Government of India. 
One ci these aimed at reopening of mints to the free ooinage 
of silver. This was rejected on the ground that it would expose 
the Indian onrrenoy system to the same i^sks and uncertainties 
as were experienced during 1878-93. Then there was a scheme by 
Leslie Probyn and another by Mr Lindsay. The latter scheme hM 
a historioal significance, because it was on the lines proposed in 
this scheme that the Indian currency system developed later. 
!^h these schemes aimed at economizing gold. Probyn suggested 
a form of gold bullion standard, and Lindsay, what was 
later known as the gold exchange standard. The Committee 
rejected both the sohemoi on the ground that there was no pre- 
OMbnt in their favour and that orthodox opinion was against them. 

1. Ueraobell Committee Report, para, 150. 

|. H. If. Dey iu £>ooa<nnio Problems of Modern India, Vol. II, p* 219. 
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In the place of these schemes* the Oommittee favoured the 
ultimate establisbmeot ia India of a gold standard with gold 
currency ; and to this end they proposed (i) that the British 
sovereigns and half«sovereigna should be made legal tender and 
current coins in India ; (ii) that the Indian mints should be thrown 
open to tbe unrestricted coinage of gold into sovereigns as ^in the 
three Australian branches of the Boyal Mint ; (iii) that the rate of 
exchange should be permanently fixed at Is. 4d. | (iv) that rupees 
should be of restricted coinage and unlimited legal tender and 
should not be legally converted into gold* tfor internal purposes ; 
(v) that gold from the reserves should be freely available in exchange 
for rupees whenever the rate of exchange tended to fall below tbe 
gold export point; (vi) that coining of fresh rupees should not be 
undertaken till such time as gold m actual circulation tended to 
rise above reasonable proportions ; finally (vii) that the profits 
of rupee coinage should be kept aside as a special reserve called the 
Gold Standard Reserve. 

5. The Evolution of the Gold Exchange StandUurd* The 

Government accepted all these proposals and started taking measures 
to implement them. The sovereign and half-sovereign were made 
legal tender throughout India at Ks. 15 to tbe £. Active steps wore 
taken to open a mint for the coinage of gold in India* but the 
scheme had to be dropped in 1902 mainly because tbe British 
Treasury had raised technical difficulties. Ihe Gold Standard 
Reserve came into existence in 191X) out of the profits of rupee 
coinage when it was resumed that year for the first time since 1893. 

For implementing the recommendations of the Fovrler Committee 
the currency offices were inatruoted to pass on sovereigns to the 
public as far as possible. The results, however* were unsatisfactory. 
The sovereigns and ourranoy notes went to a discount as against 
the rupees. ^'Special demands for rupees owing to famine conditioBi 
and the inadequacy of the biipplies of the favourite circulating me* 
dium combined to aggravate the general monetary stringency 

It was thus that the Government had to resume coinage of 
rupees in 1900 on a considerable scale. This led to a recourse to the 
London silver market. The Act of 1898 was extended for a period 
of two years* ‘^with the addition of a provision authorisEing the 
use of the gold in the paper currency chest in London for the pur¬ 
chase of silver for coinage of rupees. Thus aroee the London branch 
of the Paper Currency Reserve. 

As regards the gold reserve formed out of the profits of rupee* 
coinage* the idea of the Government of India seemed to have baei: 
to kfjep the gold looked up in a special chest in India. But thi 
^crotary of State decided that it should be remitted to Londcm am 
invest^ in sterling securities. It was held that it would be mo} 
useful in London where it would have to be applied if an em^ 
geucy arc^e. The profits of coinage were thus remitted to Lond^ 
and put in a reserve called the Gold Staniard Reserve. j 
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Thus were ora&ted Gold Standard Reserve and Paper Ouneney 
Reserve (London branch) in London. 

In 1909 an Indian branch of the Gold Standard Reserve was 
created which was to be kept in the foroa of rupee coins. This was 
necessitated for meeting the demand for rnpees at a short notice 
and was to be used to prevent the rate of exchange going to a 
premium over Is. id. This was created by holding the profits in 
the coinage of rupees in the Reserve in the form of rnpees in India 
instead of converting them into sterling held in London. It was 
then that the name Gold Standard Reserve was applied to tl^ese 
two branches of the Reserve for the first time—one in India in^ the 
form of silver rupees and the other in London in the form of 
sterling seouritfes. 

Upper Specie Point Fixed. In the meantime another develop¬ 
ment had taken plsoe. The practice of shipping gold from India 
to London (from the Paper Ourrenoy Reserve in India to the 
Reserves in London) was found to be needlessly expensive. This 
expense could be saved by the extension of the practice of receiving 
gold in London in exchange for rupees in India In 1904, the Secre¬ 
tary of State, therefore, announced hiS willingness to sell Council 
Drafts (oall^ Council Bills) without limit at la. 4|d.—the gold 
export point from London. Meanwhile silver was purchased in 
London out of these proceeds and sent to India to be coined into 
rupees. Some gold, however, still continued to come to India from 
Egypt and Australia, and had to be shipped to London time and 
again. To avoid this expense also, in 190d it was decided to 
ofiEer telegraphic transfers against sovereigns in transit from Egypt 
or Australia to India. 

Thus it was that the upper limit of the fluotnations of the 
rapee-steriing exchange got fixed at la. 4|d. The exchange could 
not rise above this point as long as the Secretary of State Was 
willing to seU Council Bills at that price. The exchange, however, 
foil below the gold export point from India. Bat normally, 
India’s balance of trade being favourable, such a oontingenoy was 
regarded as extremely remote. 

Lemer Specie Point Fixed, This oontingenoy, however, arose 
In 1907. “The partial failure of the summer monsoon in 1907, 
and the general monetary stringency all over the world which 
aooompanied the American finanofol crisis in the autumn of 1907, 
oatised the Indian exchange to become very weak. It fell to as low as 
Is. S-23/32(i. on 23rd November. The exchange did not improve 
until the Indian Government ^reed to sell telegraphib tiansfers 
*«nd later sterling bills on London the price of which was ultimately 
fixed at Is. 3'29/32d, the gold export point from India. In all, 
ov^ £ d million were withdrawn from the Gold Standard Reserve 
'to hieet these bills (later called Reverse Oounoils) 

The net result of all these measures—forced on the Government 
y dioonutanoes—was the emergence of a system usually described 
% tiie (3<dd Exohange Standard and not the system originally aimed 
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At and raeommeEdeA by the Fowler Committee ie., gold etoodfird 
with ourreooy. 

6. Main Feetiiret* The main features of the new system 
were:— 

(1) The internal ourrency eonsisted of the rnpee which, though 
a token coin, was also the standard of value ; the notes (issued 
by the Government) ; and small subsidiary coins which were legal 
tender. There were also in circulation sovereigns in a limited 
quantity. 

(2) The rupee was convertible into gold only for external 
purposes at the rate of 16(1. to a rupee. 

(3) The sterling (gold) value of the rupee was regulated 
between Is 4|d (the upper specie point) end 3*29/S2d (the lower 
specie point) through sale of Council Bills and Reverse Council Bills 

spectively. 

(4) To work this system two reserves were maintained, one in 
India mainly in rupees and the other in London In sterling. The 
Indian reserve was constituted by (t) the Indian portion of the 
Paper Currency Reserve ; (it) the sOver branch of the Gkild Standard 
Reserve; and (in) the treasury balances of the Government. The 
London Reserve consisted of (al the London Branch of the Paper 
Currency ; (6) The Gold Standard Reserve : and (c) the balances 
of the Secretary of State. These reserves were created for separate 
purposes, but in practice they were available for the support of 
exchange in the case of necessity. 

This system worked quite smoothly until it broke down during 
the Great War (1914-18), In the meantime it had received the 
approval of the Oh amberlain Commission. 

7. Chamberlain Commission. Tiie Chamberlain Commission 
was appointed in April 1913, under the obairmanship of Austin 
Chamberlain, to examine the mechanism of Indian currency and 
exchange and to suggest measures for its improvement. The 
Commission in their report (issued in February 1914) approved of 
the various measures taken by the Government to stabilixa exchange. 
They were of the definite opinion that the gold exchange standard 
was not only workable but was eminently suited for India, because 
of the absence in this country of a ^ell-d^veloped banking system, 
and on account of its cheapness. Due to the hoarding habit of 
the people they considered a gold standard with gold currency, m ^ 
proposed by the Fowler Committee, as absolutely undesirable They 
had no objection in principle to minting in India of sovereigns and 
half-sovereigns, if Indian people genuinely demanded them, and the 
Government were ready to incur the expenses. Among the minor 
alterations proposed in the system bv the Commission were the 
prompt selling of Reverse Council Bills and the abolition of the 
silver branch of the Gold Standard Reserve. They also emphasised 
the need for maintaining ade quate reserves of gold and sterling 
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seonritias in London for the purpose of oonveilang internal (Hirrenoy 
into external or international ourrenoy. Before the reoommenda- 
tiona of the Commission ooal4 be properly ooosidered the war broke 
out and threw the ourrenoy system into the melting pot. 

S. BnMdtdowo of the Gold Exchange Standard. The First 
World War began in August i9l4. It resulted in a general 
loss of oonfidenoe on the part of the people and there was a rush for 
encashment of notes and withdrawals of deposits from the hanks. 
TOie exchange also showed signs of weakness. But soon the Gtorem- 
ment was able to restore oonfidenoe by providing adequate fiwdities 
for enoashment of notes amd for the withdrawal of deposits from 
the savings banks. To support exchange Reverse Councils to the 
value of about £ 9,000,000 were sold. 

The real trouble, however, began in 1916 which ultimately led 
to the breakdown of the Gold Exchange Standard. For ihe suooess 
of the system it was necessary that the Government should bo able 
to maintain the stability of exchange. This the Government 
failed to do, because an excessive demand for rupees arose at a 
time when the price of silver was rising to an unprecedented level. 

The excessive demand for rupees was due to (*) excess of 
exports over imports. The increase in the favourable balance of 
tnme was due to (a) falling off in imports due to shipping diffioul* 
ties and other circumstances of war, and (6) stimulation of exports 
on account of greater demand for Indian materials for war purposes 
on the part of Great Britain and her Allies ; 

(»t) demand for currency was further aggravated because of 
Uie need for making payments on account of troops engaged and 
sanies in the Eastern theatres of war ; 

(iH) further, there'was need for financing purchases in India 
on b ehalf of the Dominions, Colonies and America; and 

(iv) as silver could not be In>ported to liquidate the favour¬ 
able balanee of trade on account of war-time restrictions, the 
demand for rupees was further aggravated 

To meet this growing demand for rupees, the” Government had 
to purchase silver at rising prices. From 27'f. per oz., the price of 
silver rose to 43d. in 1916. This price is significant, beesuse at this 
price the mpee ceases to be a token (exchange value becomes 
equal to its bullion value). In 1920, the price rose to 89d. per oe. 

The rise in the price of silver was caused hy (») the shortage of 
supply, (si) heavy demand for silver chiefly for coinage purposes, 
and (m) depreciation of the sterling in terms of dollar due to 
the unpegging of sterling-dollar exchange in March 1919. 

^The oonsequenoes of this rise in the price of silver on Indian 
exicbange were serious. From August, 1917, the rupee ceased to 
be a token coin. It paid people to melt it and sell it as silver. 
It yr$B, therefore, not possible for the Government to purchase 
l^W at the new rising price and enppJy rnpecs at Is. 4d, without 
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oot toonrring enormous losses. MoreoTer, tl» newly.tosaed rupee 
coins were disappearing from oironlaiion due to their being -melted 
by the people. 

On the 28tb of August, 1917, the Secretary of State raised ^e 
rate of Telegraphic Transfers from Is. 4|<i. to Is. M. and soon 
it was announced that the price of the rupee would be changed 
according to the changes in the price of silTer. This was virtualfy 
the reintroduotion of the silrer standard.^ The rate of Telegpaphro 
Transfers was thus raised from time to time until it stood at 2s. dd. 
on the 12th of December 1919. 

Some other measures taken by the Government to meet this 
situation were: 

(i) Control o/Exchange. The Secretary of State limited the mle 
of Cunnoil Drafts from 20th Oeoember, 1910, to an amount varying 
between Bs. 20 and 120 lakhs. This was to reduce the necessity of 
paying rupees. 

{ii\ Purehaae of Silver. Import of silver on private account 
was prohibited and the Government made large purchases of this 
metal from the U. S. A. for coinage purposes. 

(tit) Certain measures were taken to economize silver. The use 
of gold and silver for non>monetary purposes was deoihred illegal. 
The export of silver coin and bullion was prohibited. Two*ai^«a 
half rupee and and one>nipee notes were issued. Nickel pieces of 
small denominations were coined. 

(tv) The Oovernment purehaaed <M ihe gold that was imported 
and deposited it in the Paper Ourrenoy Reserve for notes to be 
issued against it. 

(v) Among the financial meaaurea taken to meet the ourrenoy 
difSenlties were additional taxation, onrtailment of capital ex* 
penditure and extensive borrowing in India. 

In spite of all these measures—which were quite valuable in 
themselves—the Government was unable to maintain the exchange 
at an arti&oial level and thus the Gold Exchange Standard broke 
down. 


9. The Smitli Committee. After the war was over a onnem^ 
committee was appointed in May 1919, under the chairmanship of 
Bahington Smith. Taking into account the recent variaticms 
in the price of silver and the future expectations in this reipeot, 
the Oommittee recommended 2a. (gold) as a safe ratio which wonld 
k^P the rupee a token coin. Other advantages oUdmed for the 
high ratio were (i) that it would cheapen imported materials and 
machinery. Exports, however, would not be discouraged because 


U Vakil md s and Tmm in Xndtai p. 112. 
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of tbe great demand for Indian produce in the world market owing 
to abortive of materiak and foodstuffs ; (n) Oovernment finauioea 
would gain beeante it would mean a saving of about Rs. 12 ororea 
in tbe Home Charges. 

In addition, the Committee recommended opening of a mint in 
Bombay for the coinage of sovereigns and half-sovereigns for the 
public ; removal of restrictions on the import and expoft of gold and 
import of silver on private account. They further recommended 
that the Gold Standard Reserve should ooUtain a oousiderable 
prc^rtion of gold and that 50 per cent, of the Gold Reserve should 
be kept in India. Mr. D. M. Dalai, the only Indian member of the 
Goromittee, in his Minute of Dissent recommended Is. 4<i. as the 
ratio and favoured the i^sue of two-rupee coins of smaller silver 
content during the period of high price of silver. The Government 
accepted the main recommendation of the majority. 

10. Hie 2s.>Ratio. Tbe new ratio was adopted from the 2nd 
February 1920 when the Secretary of State fixed the price of one 
rupee at 11‘30016 grains of fine gold. The 2s. (gold) ratio did not 
work long. It fixed the price of gold at Rs 16-14-0 per tola when 
actually the market price of gold at the time was Rs. 21-8-0. Hence 
it was impossible for the Government to supply, for long, sterling at 
a rate corresponding to 2s. (gold) per rupee. A great demand for 
sterling had arisen because of the balance of trade turning against 
India after 1919. Moreover, there was speculation in exchange. 
People began to convert rupees into sterling with the hope of mak¬ 
ing profits by reconversion of sterling into rupees when the exchange 
fell later. The European community also took advantage by 
sending their remittances at the new favourable rate and so did the 
importers of goods by making payments without delay for their 
imports. All these factors created great demand for sterling. 

The Government bad to pay more than 2s. in sterling because 
of the depreciation of sterling in terms of gold. Thus, while the 
Government was selling sterling at about 3s. per rupee the actual 
market rate was much less. Sterling was appreciating in terms of 
rupees not only on account of the great demand for it in the ex¬ 
change market but also because prices were falling faster in England 

Jn India. The Government tried to maintain exchange at 2«. 
gold at first and at 2«. sterling later but all these attempts ultimately 
failed. On 28th September 1920, the Government refused to sell 
sterling drafts on London. But by that time Reverse Councils to 
the tune of £ 65*2 million had been sold These had been met in 
London by the sale of sterling securities and treasury bills belong 
ing to the Paper Currency Reserve. These securities had been 
Ihought at Rs. 16 per £ and had to be sold at Rs. 7 to Rs. 10 per 
£, wad the Government suffered a total loss of about Rs. 35 orores. 

The result was a continuous fall in the rate of exchange which 
sank to ll-9/32<|. gold or Is. 3-13/32d. sterling by July 1921, with 
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ierioui OQimqaimoes on Indian foroign'Hrad©^* ' The Governttienl 
now allowed the exchange to adjasli to world conditions In order 
that the Indian prices may not unduly be disturbed. By 
January, 1923, the exchange began to rise again, due to the 
reiriTal of faTourable balance of trade, till it reached the leva) of 
4d« gold or la. 6i, sterling in October 1924. At that time 
the OoTcrnment was pressed to stabilise it at that rate. But the 
Qoremment refused to do so. By limiting the supply of currency 
the Gbr^ernment raised the ratio to la. 6d. gold by April 1925. A 
few months after this a Royal Oommission was appointed to review 
the whole situation. 

11. Government Policy Critidbed. The policy of the Govern* 
ment in fixing a high exchange and then maintaining it at a con- 
aiderabla loss to India has been severely criticized. It is argued 
that the price of silver was admittedly unoertam and so was the 
steriing-doUar rate, hence the Government should have waited for 
some time before taking a definite step in fixing the exchange. Dar¬ 
ing this period of uncertainty the exchange should have been left 
free to Its own level. 

It was easy to foresee that after the war, the imports were 
bound to increase and the exports were likely to fall. Europeans, 
who had made large profits would also demand facilities for 
remittances. All this would mean a very large demand for 
sterling. 

Thus a little visiou on the part of the authorities would have 
convinced them that forces were at work which would wreck their 
scheme of 2s. ratio. Had the exchange been left free to find its 
own level it would have settled at a lower point, and thus would 
have served as a corrective to the impending unfaTourable balance 
of trade. Enforcement of the high exchange, on the other hand, 
exaggerated the eSeot of these forces. The Government is criticized 
not merely for introducing the 2s. ratio but also for persisting to 
maintain it even after it had become clear that it was a hopeless task 
to do so. 

Why was the Government so attached to the high exchange | 
**What they (the India Office) wanted was to push up exchange by 
deflationary measures so that it would be helpful to imports/** Thus 
It were the British interests that were guiding the policy of the 
Government. The idea was to encourage British imports into India 
by raising the value of the rupee in terms of English money. 
‘‘High exchange/* said Mr. Ainsoough, “places the Batiah mano* 

O. D. Birla—Indian Currency in Retrospect (Ki'abistau), p, 13. 

2. **The collapse of exchange withio twelve mortths from the level o* 2». 4 ^ 
prevailing tn April 10:?O to below 1#. 3d was critical for importers, mniiy 
whom had ordered gixxls when exchange wa^ high without fixing tlieir axehanjM 
and who were unable or unwilling to settle at th^* low rat© privaiiing when the 
goods arrived. At the close of the year the Indian ports remained oongeated 
with imported piece-goods, motor cars and other articles of which deUvery had 
not been ttjken. In farther contrast to the preceding year there has been an 
almost continuous return of rupees from oirculation, a symptom of iMneral 
stagnation of trade.“ (Report ofthe OontroUer of Currency for 192041 ) ^ 
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fiu^aiar io « more fftToanil>lB ooaditioa hi* oompelitor la 

ladda. Oa the whole, therefore, his material interests would appear 
to be best senred by the fixation of exchange at as high a rate as 
, maj be possible under the oiroumstanoes.”^ No wondw that the 
Smith Oommittee’s report was so farourably reoeiTed by the British 
JRpsss* 

The Qorernment policy imposed a threefold loss on India : (j) 
For hw tnpplies to the Allies daring the last war (as in this) India 
wae pdid not in goods bat in sterling credits. This aooamolated 
stwling was squandered by the Qararnasent to the value of about 
$^4 million in their attempts to maintain the 2«.'ratio. (h> In 
so far as tbe high exchange stimnlated imports it adversely affected 
Indimi indnatries. (tu) The sadden decision of the Government to 
let exohamge fall to its natural level rained many Indian importers 
who had ordered foreign goods at the high exchange and were now 
required to pay more than double ia terms of rupees thaa what 
they bod expected to pay. The Government policy might have 
served the material interests of England but not those of India. 


'^h Mr. AinsowmVs Report on British Trad® in India, etc. , quoted by 
jBri| W iirei" s XadianliaeBomio ProUemt. pert 1, p. 218. 



CHAPTER XXIX 

CURRENCY AND EXCHANGE (Coiitd.) 

1926-1939 

1. Defects ef the Geld Etohaane Staaderd- Ol 25th August, 
1925, a “ Royal Ootnatb^ioa” wm appointed under the chairman¬ 
ship of Lveatenaut-Oommaader Hilton Young " to examine and 
report on the Indian ourrenoy system and practice, to consider 
whether any modidoations are desirable in the interests of India, 
and to make recommendations.” 

The Oornmission found the follow ing defects in the Gold Ex¬ 
change Standard as it operated in India : 

“(1) The system is far from simple, and the basis of the stability 
of the rupee is not readily intelligible to the uninstrueted public. 
The currency consists of two tokens (rupse coin and rupee note) in 
dronlation, with the unnecessary exoresoenoe 6f a third full value 
coin ^sovereign) which does not circulate at all. One form of token 
currency (into which there is an uulimited o hiigation to convert the 
other) is highly expensive, and is liable to vanish if the price of 
silver rises above a certain level. 

“(2) There is a cumbrous duplication of reserves, with an anti¬ 
quated, and dangerous, division of responsibility for the oontrol of 
credit and currency policy. 

^ *'(3) The system does not secure the autom atie expansion and 
contraction of ourrenoy. Such movemeuta are t oo wholly dependent 
on the will of the currency authority. 

“(4) The system is iuelostio. The utility of the provision^ for 
elasticity made on the reoommendatioa of the Babington Smith 
OommitW is affected by the methods of dnaucing Indian trade.”* 

2. The Gold Bullion Standard. The Oommimion's task was 
threedold : (i) to propose the ourrenoy system best fitted for India ; 
(ii) to suggest the ratio at whiob the rupee should be stabilized with 
the sterling; and (m) to recommend measures for the establishment 
of a central bank. The Commission proposed the Gold BuUion 
Standard as the ourrenoy system for India ; Is. fid. as the exchange 
ratio ; and a central bank—^the Reserve Bank of India—to ta^ 
charge of the central banking functions. The scheme of ^e 
Reserve Bank will demand our attention in a subsequent chapter. 
The other two proposals will be discussed here. 


1. See next eiiapter. 

X. Report i Hiitint Young OommisRion, 1626, Bua 21. 
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Before finally reoommeadiag the Gold Ballioo Standard the 
Oooa^taiaaloQ exatniaad the pros and ooos of other possible alterha* 
tires : (i) the adoptioa of gold exchange 8tandard» and ({{) the 
adoption of a gold standard proper vrith gold ourrenoy. All these 
altarna^res rere rejeoted^ They reeomoaeaded a ^'gold standard 
without gold ourrenoy*" or the * Jold Ballion Standard'* as it was 
oalted. Thus wrote the Oommission : — 

*^It is possible to have a trae gold standard under whioh the 
eurrenoy is based on gold both in reality and in a manner that is 
oonspioaously risible, without puoting gold into ciroulatjion*.,***rhe 
essence of the proposal.is that the ordinary medium of circula¬ 

tion in India should remain as at present the currency note and the 
silrer rupee, and that the stability of the currency m terms of gold 
should be secured by making the currency directly oonrertible into 
gold for all purposes, but that gold should not circulate as money* 
it must not circulate at first and it need not circulate erer." (Para 54) 

Thus the main features of this system were as follows :— 

(1) The currency authority (the proposed Reserve Bank, when 
established, in the meantime the Government) was to buy and sell 
gold (under statutory obligation) at certain fixed rates in quantities 
not less than 400 fineoxs. (a* 1,065 tolas). The conditions of the 
sale of gold were to be so fixed that normally the currency authority 
would not be called upon to supply gold for non-monetary purposes. 


1. Tiie grooude on whioh these systems were rejeotecl are g.veu below: 

(а) Sterling Exchsofe Standard : Even if perfeotcd by amalgamation of 
Qold Standard and Paper Currenoy Beserves and by imposing statutory 
obligation on the currenoy aulhoritv to ksU rupees and sterling when required 
without limit at the upper and tUe fowar spetua poutts respectively the Com- 
mission held that this system would still have serious defects* viz, rupee wdl 
stlH be subject to the consequanoes or rise in the price of stiver* rupee will 
follow sterling slavishly as regards its link with gold and would depreciate 
when sterling depreciated resultini? in high prices in India. India's dapondanoe 
on the currenoy of a single country, however stable, is disadvantageous 
(pam ) 

(б) CSoM Eidhsttge Stse di rd- This would stabilise the rupee in terms of 
gold but will still have sarioua dafeots ; saiii‘9 danger of rise in price of silver; 
laok of simplicity} mistrust due to past experience in the minds of the 
people; intangible backing for the token currency ; right of convertibility is 
too abstract* Backing of currenoy should be o€»rtain, simple and solid, 
(psu^ae 29-81i*) 

(C) Goldl Standard with Gold Cnrreiicy* Large absorption of gold by 
India will lead to substant ial fall in g>ld prices m the world and curtailment 
of credit with unfavourable reactions on India m one unit in the world trade 
system; anosrtaiaty of the estimate of the amount and time of gold demand; 
it would tesalt in depression price of silver fell and depreciate the 

of silver hoards of the Indian people; China might also adopt gold in place of 
silver as a consequence of the fall in price of silver. Inis will make the 
position 8^ worse ; Chtua's trad© will be thrown out of gear; ii would retard 
the progress of monetary reoonstruiction in Europe, would upset world 
and would be harmful to India and the rest of the world; Cnited States with 
traditional silver interests will not support this policy and such support is 
cSMientlal for its suacets; finally the scheme will involve gseat expense. 
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(2) Soirereigufi and half**iO¥areigtui ware to mm0 to bo legal ten* 
dor; rupees to oontinue fuU legal tender* 

(3) Oovemment savings eertificates to be issued to people fw 
three or five years, to be paid in rupees or gold at their option* 
This was to inspire oonfidenoe in the minds of the people for the new 
system^ and to bring out the hoarded wealth. 

(4) The existing ourreney notes were to continue to be conver* 
tible into rupees, the new notes though not to be legally convertible, 
the facilities for oonve^f^^on were to continue. 

(5) One-rupee notes to be issued which were to be full legal 
tender but not convertible into rupee coins. 

(6) The Gold Standard and the Paper Currem^ Eeserre were 
to be amalgamated. 

Several advantages were claimed for this system:— 

(a) It would secure stability of exchange by maJrtng the 
currency convertible into gold at a fixed rate. 

(&} It was simple and certain; thus it would inspire confidence. 

(c) Currency would expand automatically when gold was given 
in exchange for rupee coins and notes, and would contract when 
rupees and notes were given in exchange for gold. 

(d) Cheap gold would remain in reserve and not eireulate. 

(e) Would pave the way for the introduction of gold currency 
at some^future date when enough gold had accumulated. 

On the other hand, the Gold Bullion Standard was oritioked on 
several grounds:— 

(а) For the ordinary person the gold backing was neither 
visible nor tangible. Only big bankers and budhon brokers could 
purchase gold of quantities of 400 oxa. (1,005 tolas). 

(б) Even these people could not normally find it worth while^ 
to get gold from the currency authority, nor was it the intention 
that they should. 

The purchase of gold from the currency authority was to be 
worth while only when it was required for making payments abroad. 
* ‘As far as the ordinary holder of the rupee i« ''oni’erned he would 

i. At Hie ratio of U (urold) per rupee (be gold was priced at Ra. 

And this wi»a the ratt? at whuh the currency authority undertook to aeJi gold 
When the rat© of exohan © i» V« (upp^r gold point) or more the 

©quivftl tit in rupee© of a tola of hue gold would be Uat* tkian B% 511*340 
People would in gtsoh circum»tance« buy gold the market where it would 
foe fmeaper than from the currency authority. “When the exchange is below 
th» gold point the selling rate for gold will not foe Bs font mors. 

The Besarvo Bank shall sell gold in that case for delivery at the cfdoe at 
Bombay at notified prices, and these pnces will be fixed ac as to free tb© 
Bank in norma} ©ircumstences from the task of supplyktg gold for imo-naoao* 
t«ry purposes/* (Bn} Haraiti —Indian Bloonomie bim, Bast and Bmseut*} 
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not t>e able to ooiiTert them into gold, when he must buy it In the 
baxar at present/’^ 

It was thus contended that there was no essential difference 
between the gold exchange system and the Gold Bullion Standard 
of the Com mission. Only the obligation to buy and sell gold for 
export was made statutory. The Indian opinion as before favoured 
a full-fledged gold standard with gold currency.* And this was 
supported by authorities like Dr. Canaan and Dr. Gregory in their 
evidence before the Young Commission. 

3. The Ratio Quettioii. The greatest controversy, however, 
raged round the ratio question: I8d. cs. 16d. was the question. 
It has been called the “battle of ratios’' in the history of Indian 
curr^^noy. 

The Hilton Young Commission recommended ISd. on the ground 

(a) that prices in India had attained a substantial measure of 
adjustment with the prices in the world at large at this ratio ; and 

(b) that the wages, too, had ardjusted themselves. 

Hence reversion to 16d. would mean a difSoult period of 
readjustment; it would raise general prices by 12|%, and 
consequently fait bard the middle classes and the consumers, 
and reduce real wages of workers. It would also add to the 
burden of the Home Charges ; 

(c) that the contracts would not be affected, as most of them 
were either recent and entered into when the ratio was Is. 6cl, 
or when 16d. had ceased to be the ratio. No doubt land revenue 
was, in most oases, settled when the ratio was Is. 4(i., but, as 
prices since then had considerably gone up, the burden of this 
charge had correspondingly been lightened. 

In criticism of these arguments, it may be pointy out that 
on Commission's own admission, the ‘itatistioal material, on which 
they based their conclusion regarding adjustment of wages and 
prices, was unreliable, and that one year was too short a 


I Bnj Naraia ;—Ind an EcononaJc Lifo, p. 244. 

2. SiBoe Indian opinion has always stressed the necessity of gold ourrenoy 
standard for India, it wonid be mstruotiv© to gtvo her© the mam points of 

iht ca@© for the system^ i 

lu) It will b© automatic Prices and ©xohan^ will hept m ©quui- 
brium with the world hv export and import of gold Ireely as th© situation 
may require. (This, however, will not b© the ease if tho peopk boarded the 

(b) discourage the habit of hoarding. (The Young Commisaion 

did not think so.) , , , . . ... 

(e) It will inspire oonddenco, currency ba^'king being visible ana 

People want gold eircnlation as shown by the absorption of import¬ 
ed sovereigns between iHOO end 1014. Academic opinion lu India also 

tkvours it 1 j i. .4 

(©) Gold currency is a necessary stage in passing to gold stanaaru 
without gold curiencjr. Bee also Keports, Chamberlam Ccmmieeion* pa*** 
and Young Commiesioa# paras 34i 86*57*} 
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period for odjiMtiiient in m oountry Uke India where the amoant 
of eotmomio friction was vety large. The Oommiarion magnified 
the effect of ratio on Home Charges, admitting that this foetw 
was not to be deoiBi're ; on the contrary, it mimmised that effeet 
cm long-tenn oontrad» and the losses of the agyienltnrista. More 
attention seems to have been paid to poorly>paid literates (21 %) 
and less to the welfare of the rest (79%). 

The Indian pnblio and academic opinion was, on the othor 
hand, solidly ranged against Is. fid. and in favour of 1«. 4d. Sir 
Pursbotamdas Thaknrdas, the Indian member of the Gommiaaion, 
represented this view. He denied that Indian prices had adjusted 
to the world prices at Is.* fid,, and till then this ratio gave the 
foreign manufacturer an indirect bounty of placing a 

heavy strain on Indian industry. It meant an additional biftden 
of 12|% on the large debtor class, who were mainly agriculturiats. 
He pointed out that the loss in the payment of Home Charges 
at Is. 4d. would be more than made up by increased revenue 
from taxes on account of indnstrial and agricultural prosperity. 
The workers would no doubt lose a bit from the rise in prioeii, but 
they would gain from continuity of employmmit made poamble 
by industrial prosperity. He was able to show conclusively that 
the reversion to Is. 4d. would be beneficial to Indian agriculture 
and industry, and hence to the people at large. Other countries 
were reverting to the pre-war ratios, why not India ? On the whole, 
it appears that the advocates of Is. 4d. had a better case. It woodd 
have promoted economic interests of India if in 1927, the rate 
had been fixed at Is. 4d., although after some years the arguments 
for it lost most of their force and the opponents of Is. M. were 
simply beating a dead horse. But the decision to fix the rate at 
Is. fid. in 1927 was certainly a wrong one. The eocHiomio coo- 
ditiona in the oountry in subsequent years famished no evidence 
that this rate was in any way conducive to economic progress 
and stability. During the Great Depression it aooentuated the 
fall in prices in India and retarded the recovery and prolonged 
the depression. 

The Government, however, accepted the majority reoommendao 
tions and passed the necessary l^islation to give effect to them. 

4. The Sterling Euchenge Standard- The Gold Bullion Stan* 
dard was superior to the pre-war Gold Exchange Standard because 
under it the Government bad a statutory obligation to buy gcdd and 
sell gold or sterling. But it still had some of the defects of the old 
system which the Young Commission had pointed out, viz., the con¬ 
version of one token ourrenoy (the note) into another (the rapee 
coin), the duplication of reserves and the s^aration of currency 
from OTedit control. The last two defects had to wait until thie 
establiahment of the Reserve Bank in 1935. 

The new systmn, however, did not get muMi ohanee to show its 
•Qoeen. Cte September tl, 1931, Great Britain was forced off the 
gold standard one to drain on its gold resouroes caused by with- 
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dmwiAi of foreign balenoef. This deTe]opm«it had important 
xeaetum on the Indi&n ourrenoy and exchange system. Under the 
Aet of 1927, the Oovemment bad bought gold and sold sterling at 
the loww gold point until 19tb September. When the announce, 
ment of Britain having gone off the gold standard came, the 
UovemoroGimieral on the 21 at promulgated an Ordinance snspending 
Seotion 6 of the Currency Act of 1927, the one dealing udth tihe 
purchase and sale of gold and sterling. On the same day the Secre¬ 
tary of State informed a sub-committee of the Bound Table Confer- 
ence in London that it had been decided to maintain the rupee at 
Is. 6d. sterling. On the 24tb of September, yet another Ordinance 
was promulgated (Gold and Sterling Sales Begnlation Ordinance) 
rrbich repeakd the previous one, thus restoring the Omrenoy Act 
of 1927, but authorizing the Government to sell gold or sterling for 
genuine trade requirements only and for reasonable personal or 
domestic purposes. The Imperial Bank was authorized to allocate 
exchange for the defined purposes. The selling price was fixed at 
Is. 5.49/64d. sterling as before. The rupee was thus linked to 
sterling in spite of resentment on the part of Indian opinion. One 
consequence of this link was that the rupee began to depreciate 
along with the sterling in terms of gold and currencies of countries 
still on gold, € g., America and France. This resnlted in the rise in 
the rupee price of gold and that metal began to flow out of the 
country.^ The Government took no steps to stop this outflow. 

1, BSoonomls^s are not a«r«*od to the cause of the ontflow of gold from 
iDciia, The generally held popular opinion i« fcimt the outdow of gold, 
wa« due to the riw in its pfioe in terms of rupees when the rupee (along 
with the sterling) depreoiated in terms of gold after September 1931. But 
& mere rise in price of gold would not have caused an outflow of gold if 
this rise wag eacaotly counterbalanced by the denreoiation of the rupee in 
the exchange market. It is held by some, therefore, that it was the 
external undervaluation of the rupee that made it worth while to export 
gold which meant that th« rupee price in India rose to a lesser degree 
than the depreciation in exchange. t)r. Day, however, is of opinion that 
the explanation, though correct in a narrow technical sense, is not ade- 
g|uate» because if undervaluation of the rupee had been the main rmuse, 
gold exports would have inereased as years advanced instead of decreas¬ 
ing, since India showed a progcaseive depreciation of the rupee in terms of 
sterling. Dr Dey explains the export of gold m follows: **Tberii was 
acute economic distress among the peasants and the zamindars due to 
disastrous fall of agriculfural prioes, which led to their savings in the 
form of g>ld hoards being drawn upon on a large scale. But fa) due to 
the ignorance of the vdlag<»rs about the world price of g'^M. (b) pressure 
of intensive propaganda on the part of bullion dealers in tb3 up*eountry 
centres causing quick dishoarding, and (n) distress sales, ti e internal 
price of gold at which it wus bought by the bullion dealers was low as 
compared with the world price. Consequently the export of gold became 
highly proflteble for the bullion dealers. On the other hand, as €>conomio 
conditions gradually improved due to the rise in prices and increase in 
oxporte, the distress was mitigated, dishoarding of gold declined, the 
diaoanty between iuternal and external prices of gola became less 
l«^, and gold exports began to diminish, even though the depreciation 
of the rupee in terms of sterling and gold remain^ graat or kept on 
mcreaeiug.*,*.,,,/* ^*Had a rise in Indian pricoe of gold and commodities, 
he oontinu''s» ^*bem brought about by a proper degree of indatipUt the 
fiipesV internal overy^uation would have be^ oi^oked,** smd its ekternal 
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The pdUojr of (he Qovemmeat in t&is eonaeothm boa \ma 
eriUoized on throe groonda : (i) Unking the rapee with the sterling in* 
etead of gold; (u) atill keeping to the la. Qd. ratio; and (h») taking no 
step* to stem the ontflow of gold. These pouit8,dejtnand ooasideration. 

5. The Sterling link. The linking of the rupee with the 
sterling wee oritioized on various grounds. First, that the rupee 
was thus made to share the fluctuations of the sterling, the latter 
reflecting the conditions in Britain and not in India. Secondly, 
though India’s export trade with the gold standard oountries would 
betenoouraged, on account of the depreciation of the rupee in terms 
of ^old, it would discourage Indian imports from these countries, 
whOe Bngland would enjoy a sort of an Imperial Preference in the 
Indian market. Thirdly, that the sterling link would bring India 
back to the gold standard^ when Britain decided to bring sterling 
back to gold, irrespective of the economic oonditioiu in India. 
Finaliy, that the rise in the rapee price of gold would lead to gold 
exports from India, as it aotu^y happened. 

The Government, on the other hand, justifled the sterling link 
and supported their policy by the following arguments 

(») It was better from the point of view of stability to link the 
rupee with sterling than to let it drift, (ii) India had at the time 
£32,000,000 sterUng obligations and a sterhug loan of £15,000,000 
was maturing early in 1932. If the rupee was not linked 
with the ststliug the diffiioulties of raising fuuis for these pay> 
meats would have been insuperable. (Hi) Being a debtor oouutry, 
India could not afford to risk the rapee being left alone, (to) 
A considerable proportiioa of India’s foreign trade wm with 
Buglaud or oauutries on aterlmg. It was wise, therefore, to secure 
a stable basis at least for this trade, (v) Dapreciation of the 
rupee in relation to gold would give a welcome stimulus to India’s 
export trade with gold standard oountries. 

If the sterling link wai not adopted there were two other 
alternatives open to the Goverameut: (a) to adopt the gold standard, 
(6) to keep on an independeat standard. India could not have 
maintained the gold standard for loug. Only a oouutry like America 
with an abnormally large gold reserve could do it. Within « 
few years, like the gold bloc ooautrias (e. p., France), India would 
have been forced off the gold. 

At a time when there was a mad rush for gold, it would 
not have been easy to maintain the convertibility of the rupee into 
gold. Deflation would have acoeutuated depression. Moroover 
so long as sterling depreciated in terms of gold, the fixed ratio 

uadervalaatron, la terms of gold end ttt» pouad at.oriingTar^pjy'aiJJJT" 
**P**t" would have beea laiaiauzsd." JUajr, op. ojt, 

1 . The preamble the Bm irve Bank 4ot mtksa tha poaitioa oletr in this 
re^ieot. It lays down that the starling Bsohaage Standard is only provi. 
•ionu arrangatnant. Whan normal monetary o^niitions ate restored 
in the world the Baaerve Hank wdl pnt forward a sohame for a nermaiutna 
otonetsry standard for India. 
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of rapoo in linraui ot gold woold have meant dnoiitatiitg ratio 
in tonus of steriiag. This would have been a distarbing infineuw 
cm oar trade with storling ooantries. 

On the other hand, H is doubtful if India would have saooeeded 
in maiyaging an independent standard In view of her position 
as a debtor oonntry with large foreign obligations, her export 
txade Oxposed to va* ous restrictions in other ooantries and her 
iadic cd a proper oentr.U bank. Free and independent rupee would 
Imve meant an unstable exchange, and this would have involved 
ri^ and inconvenience for the Government in pa 3 dng ofi her 
sterling obligations, la a period of chaotic currency conditions, 
tiierefore, maintaining the sterling link was perhaps the lesser evil 
especially when a substantial position of India’s trade was with 
the steriing bloc. The situation, however, entirely changed snb> 
seqnently and the gold link was given np in 1947 as we 
shall see. 

6> Gold Exports. Between September 1031, when England 
left the gold sta^ard, and January 1940, India exported gold to 
the value of Bs. 361*4 orores. The net imparts of gold into India 
from 1910-11 to 1930-31 were of Bs. 457*86 orores. Thus in about 
ei^t yeus India lost four-fifths of the gold that she had imported 
in 21 yean. 

As stoding was depreciating in terms of gold and the rupee was 
linked to storling, the price of gold rose correspondingly. The 
abnormal rise in the price of gold induced the people to sell gold. 
Those who were driven by economic necessity began selling gold 
more fredly. This only explains why the holders of gold sold it. 
Bat why was it exported ? This was due to the dififereuoe between 
the rapes prices End sterling prices, the latter being higher. 

The Bodian opinion urged the Government,' when the gold 
exports began, to take measures to stop this oatfi>w of the praoious 
metal. The Govranment did nothing of the kind and suppo rted 
Iheir iaaotion on the following grou nds 

m Gcdd exports are a normal feature of a country's tra ie and 
there is nothing abnormal about it. 

(h) Gold exports have improved the credit of the Governm ent, 
imabkd it to stabilize exohange by purchase of sterling at favourable 
prices, and made it possible for her to pay ofif £15 million of her 
Btmliii^ debt and to rednoe their floating debt In India by oreating 
fresh oarrsnoy required to pay for the gmd. 

(Hi) Cbid exports (by keeping np the price of gold) have 
riirengthened India's pubuo reservm, the maricet value of whio fa 
imweased by five orores of mpees. 

(to) By sale of gold the agrionUarists have been able to live 
on their reserves tihroagh diSonlt times, making huge profits in 
toebargMn. 

(«) Gold exports have srimolatol iateraarioaal trade by enabling 
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Indift to bay more of foreign goods, thoa iaorecMing the 
parohaaiag pover of her potential oastomers. 

On the other hand, the oritios of the Qovernment alleged that 
(t) the exports of gold have meant “the wastage of India’s goM 
resonraea, the wreckage of the indigenous bankiog system and a 
drain on the aooumnlated savings of generations (tv that it 
had oonoealed the fact that the rupee was overvalued at is. 6d. by 
enabling the Gktvernnent to maintain the ratio at that point; ({»«*) 
that the lose of gold bad made it impossible for India to reach her 
goal of a gold standard, and that it wonld be diffieult to make up 
this loss ; (tv) that almost every other country was sitting tight on 
their gold resouroes while India was losing them; (v) finally that 
the exported gold was “distress gold*’ and people were merely living 
on their capital, a prooess which oould not continue for long. 

^ It was suggested that the Government should pnrohase this 
gold either herself or should make the Reserve Bank of India 
purobase it in order to strenethen its gold reserves. Some suggested 
an embargo on the exports of gold and other heavy export 
duty. To the suggestion of a duty on gold export the Finance 
Member pointed out (1936) in the Assembly that the burden wonld 
ultimately fall on the agrioulturist^seller of gold through the fall in 
its price. As regards the buying of gold in unlimited quantity 
by the Reserve Bank of India on behalf of the Government, it was 
pointed out that it would mean speculation in gold, as the baying 
rate would have to be fixed with reference to the fiuotuating dollar* 
sterling oross>rate. “It is true,’’ wrote Dr. Dey, “that both the 
U.S.A. and the United Kingdom have accumulated large gold 
reserves at high oosts during the depression. But all students of 
recent monetary conditions know that it has now (1938) become 
a grave problem for these two countries to decide what should be 
done with these oostly gold stocks.”* Britain, however, had to 
disburse her gold resources to finance the present war. If the 
Reserve Bank had taken the risk of purohasing gold at that time 
it would have made enormous profits now that the price of that 
metal has risen so muoh.* For this reason and others given in 
the previous paragraph we do not ^ree with Dr. Dey when be 
says that “the policy that has been actually followed by the 
Govevament of India with regard to gold has been the wisest under 
the oiroumstanoes of the case.”* 

7. The Cue for Oeviduation- From the time the Govern, 
meht entoroed the Is. fid. ratio under the Gurrenoy .Act, 1927, 


1 . 

2 . 

3. 


Jathar »nd Bewri, Eooaomios. Vol. II# p* 37^. 

Htoonomio Frobl&ms of Modern Iadia» op. oit. p. 340. 

Th© price of gold io August 1031 W4S Ks. par tola; by 

Dooamber 1031 it was Eb 30*2-0 ; by March 1935 It wm Es. S6*134> 
by Saptambar 1037 it waaab^ut'Es, 37; by Baoambac 1940 it raetebad 
Esa 42 par tola; ia November 1944 it wa« Ea, 68 par tola; ia *Novam« 
bar 1946 it wa« Eg, 82 par toIa» aod now (May 1941) Eg, 10$ 
par tola* 

i>ey, ops oH. p. 24 t. 


4. 
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inpoal pablit» in India continued pressing^ for it« revlaion.^ 

In fact the case for revieion was very strong indeed until World 
War II broke out and changed the whole situation, ^e case for 
deiralniktion of the rupee, as it was put from time to time between 
1029 and 1039, may be summariased as follows: 

(i) The rupee was all along overvalued at the rate of Is, 6d, and 
the Government was able to maintain the rate by drastic de&a* 
tionary measures: (a) by contracting currency—between 192S*27 
and 1030 31 currency was contracted to the eirtent of Be. 1^021 crores; 
(b) by raising the lending rate to the Imperial Bank of 
emergency currency under the Act of 1923; (c) by the sale of 
sterling and deplet ing the ster lin g resources o^ the Reserve Bank 

' 1* Whon the depreasiou appeareci after the aatuuia of li)29 toe agitation 

for revisioaof the ratio iacrda^ed» egpeoiaiiy when it was found that 
the Governnaeat WdkS finding it dififiouU to maintain the rate at 1«. 6d. 
on aooonnt of the great fall in out export surplus. It wm again 
urged, at the time of the linking of the rup^ to sterling at the 
S4a rate, that the case for revision waa strong. The queation was 
igain raised at tha time when the matter of the proposed Eessrve 
Bank’s exohange obligations was bdiax discussed by the London 
Committee on the Reserve Bank, then by the Joint Select Com¬ 
mittee (1S43) cmd again when the Reserve Bank Bill name before 
the Assembly, The ratio olauses \40 and 41) Unaliy embodied 
in the Act gave effect to the recommendation of the London 
Committee that the existing ratio should be preserved, but that the 
whole question of the monetary standard suited to India should 
be reviewed when the international situation olariUed itself and 
became sufiloiently stable to make it possible to frame more 
permaaetit provision. This arrangement, however, did not satisfy 
Indian opinion. In August, 1935, 3£r. Blanu Subeclar (President, 
Indian Merohanti’ Chamber and Bureau, Bombay) in welcoming 
Sir James Grigg (then Finance Member) suggested to review the 
ratio with a view to giving relief to the cultivator. To this the 
latter replied that he would be '‘no party to any monkeying 
with the present ratio,** that the change would not help the 
agriculturist and might lead to worsening of hi^ position. 

The controversy dared up again early in October 1938, when 
the &anc and other currencies of the gold bloc were devaluated, 
Xhe Government was urged to devaluate the rupee, which would 
raise prices of primary produce, review expert trade and obviate 
export oi gold. The Governme it spokesmen argued that devaluation 
at that junoture would constitute a breach of the Tripartite Monetary 
Agreement (of 1936) signed by the U.K., "the U.S.A* and France. 
M[oraover, tWy said that the sterling link had already devaluated 
the rupee by about 4 ) par cant, in relation to gold. Further, that 
devaluation mijght provoke retaliation from competitor countries. 

1989 agam thare was agitation for devaluation on account of 
weakening of exchange in June of thit year. The Congress 
Working Committee took up the question. The Government in a 
issued on June 6, 1938, deoiared their satisfacticn 
with the existing ratio. In September 1938, an unsuooessful 
attempt was made by some unoflaoial members of the Central 
X,egislatttre to secure the appointment of a committee to report 
on the ratio question. The balance of trade and exchange improved 
during the suooeedlng months and on December 18, 1938, the 
Government iisued another press oommuniqm repeating i^heir 
deoisbn to maintain exchaage at Is, fid, aa before, Exchange 
remained steady on the whole during 1939 up to the outbreak of 
the war, wybh .entirely changed the sltuatlom 
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(Isme Department). The result of this deflationary polipy was 
di«»strouB l6r Indian agritniltnie and industry especially, the forntm-, 
during the depreesitm years from 1929 onwards. 

(fl) That the rupee was orervalued at Is. 6d. was indicated 
hy the Tarions symptoms and <fiteria of overraluation aooepted 
by economic theory and practice, such as (a) the sagging prices, 
(b) industrial stagnation, (c) unfavourable terms of trade, (d) alnunt 
disappearance of eiport surplus. 

(a) Between 1928 and 1933 Indian prices fell to a larger extent 
(40 per cent.) as oomiwred with British prices (36'4 per cent). 
And by 1936 while English prices recovered by 16'3 per cent. 
Indian prices only recovered by 6‘7 per cent. Thus Indian prices 
fell more and rose lees during the period. 

(b) Industrial stagnation was shown^' by figures of aggregate 
profits of certain industries. These profits fell from a totu of 
Eb» 10*9 ororea in 1928 to Bs. 2‘6 orores in 1981 and roue slowly 
only to Es. 5 orores in 1986. 

(o) The barter terms of trade were also unfavourable'‘to India 
during this period. This is shown by the fact that the prices of 
her exports fell to a greater extent than those of her imports, 
Between 1927-28 and 1933-34 while the index number of exp(»t 
prices fell by 46'4 per cent., that of import prices declined <m!y 
to the extent of 34 8 per cent. 

(d) The merchandise export surplus also showed serious derfiine. 
The net export of private merchandise (excluding Government 
stores) were as follows daring the depression years : 


year 

Rs. Orores 

Year 


R«e Crorei 

lesn.si 

. 61*0 

1935-36 


29 8 

l»31-32 

. 34 0 

1936-37 


77 1 

1932-33 

. 3*5 

1937*88 


r.e 15’4 

1933-31 

. 34’4 

1938-89 

... 

16-8 

1934-33 

... 23-4 ' 

1939-40 

... 

47*a 


(iii) In other oonntries, especially agricaltnral conntries, the 
situation was met by their Governments by depreciating thdr 
currencies. The depreciation of the rupee in terms of gold that bad 
occurred by linking the mpee with the sterling in 1931 was 
obviously not enough as was indicated by the tests given above^ 
India was at a disadvantage with respect to her competitors the 
value of whose durrenoies bad been considerably rednoed. This is 
indicated by the following ;— 


Country 



Value of enrrenoy In 




1933 ae percentage of 




their tralae in 1918* 




22*6 

Ifranoo 



3P5 

Q-raeoe 



.** 4*5 




... 42 0 

Portugal 



4*5 

Spain 


« » » 

68*0 

JTapon 

uMa. 

««« 

««• 

50*0 

90 0 

Anattalia 



... 75*0 
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(ir) It «u tvET^m ortred th&t the re&) st&te of affidm wm being 
obeeured by the export of gold which wee enabling the Govern, 
ment to maintain the rate at 1«. 6d. But gold export oonld not go 
on icdefinitely. “ Gold exports are at best .only postponing the 
evil,” wrote &. L. C. Jain. “ Whef they cease, and it should not be 
very long before they cease, a sitnation of the gravest character will 
arhK) if things are allowed to drift in the mme expectation of 
international action leading to world prosperity."^' 

(v) Some people urged that the issue was not between the Is. 
ad. and Is 4d. ratio. The itsue was much wider. It invcdved 
wider aspects of policy. The anxiety of the Government all along 
the currency history of India since 1893 has been to ensure stability 
of s^gc^nge at one level oa the other. It was urged that under the 
mjlilhtn conditions of national economies the emphasis on exchange 
stability at the expense of the stability of eoonomio life within the 
rajuntry is a wrong policy. A policy of flexible exchange is preferable, 
since by^|blue method the relationship between oosts and prices 
can be kei>t in equilibrium to ensure pofitable working of industry 
and agriculture. Snoh an exchange ratio is the really natural ratio 
for a eountry. England sought this natural level by depreciating the 
sterling in 1931. But the natural level of exchange fur England is 
not necessarily the natural level for India.® 

The higher ratio had undoubtedly intensified the depression 
and made it impossible for the Indian prices to oatoh up to world 
prices. There was certainly a strcmg case for devaluation to initiate 
a rise in prices for the benefit of the poor Indian agriculturist. 
Devaluation would certainly have lent the muoh.needed support to 
our exports and enabled us to maintain or strengthen our 
competitive position. 

It has been urged that the agriculturist would have 
suffered by a rise in the prices of imported goods and the oonsumers 
too would have suffered. But imported goods do not bulk in 
s^oulturists’ consumption. Though the oonsumers would 
lose, yet they are expected to gain much more as producers, 
because devaluation would have enlarged production and inoreosed 
opportunities for work. 

In the words of Coyajee, "In fact the best proof of a well. 

' chosen ratio consists of its harmony with a steady and moderMie 
price level and a healthy and normal condition of imports and 
exports." The la 6d, ratio did not fulfil this test. The low prices 
associated with a higher ratio upset price cost parity, damaged 
production and increased unemployment. It also adversely oSMted 
distribution, straining the relations between debtors and oreditors, 
landlords and tenants, employers and workers, etc. It is true that 
devotuation provides only a temporary stimulus. But when a 

1. L. C. Jain t —Monetary Probiems of India, p, 15- 

2, For an excellent exposition of this thesis road article by B.N. Ganfoli 
in Boonotnio Problems of India, pp 273.324, Also read bk " Whither 
lltipee t” 
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i»«i)«HegiE% firom tlto Qwfir of d^ratsioii it veqtttr^a joi^ 
tint jtempottufjr gfeinnlatiio put It oa tbo way to reooYafy/ 

liieta VM tbua a atroof own for doTaloation. 

But tbe Ctoyarament refosed to bave any "raonkoying" witib tin 
exobauge as tin Hoatne Meager, Sir Jainea Qrigg* put it. Tbwt 
oame tho war and the whole ouuook changed. 

8.^ tin Reiem Bank m Cunwoey Anliiority. In the 

taeantinie fron April 1, 19'i5, the control of ourrenc^ had 

pansed from the handa of the Qoverament to the new oentral 
bank—^the Beaerre Bank of India—to whom were transferred the 
Paper Ourrenoy and the Gold Standard Reserve This removed 
two defeota* of the Indian ourrenoy system poiuted out by 
the Hilton Yeung Oommiseion, trim, duplioation of re¬ 
serve* and division of responsibility for the control of currency 
and credit. The evolution of our paper carreooy system will be 
studied in the next chapter and the system of credit in a subse¬ 
quent ohapter in oonneotioa with banking. Here Bomethtng may 
be said abmt the rdie of the Reserve Bank in the maiatenanoe of 
the sterling Exchange Standard as long as it lasted. 

The Reserve Bank was required to maintain the Is. M. sterling 
ratio by baying and selling sterling at specified rates. Olause 40 of 
the Reserve Bank Act required the Bank to sell sterling to any 
person who made a demand in that behalf at its offloe in Bombay, 
Calcutta, Delhi, Madras or Rangoon and paid the purchase price 
in legal tender currency, for immediate delivery in London at a rate 
not j^k>w Is. 5.49/64<{. for a rupee. This provision was intended 
to prevent the ropse from falling below Is. 5 49/d4dl. (this was 
obtained by deducting from Is. 6d. the cost of baying down in 
London this amount). Clause 41 made it necessary for the R anir 
to buy stwling from any person who made an offer in that behalf 
at its office in Bombay, Calcutta, Delhi, Madras or BtUagoon, for 
immediate delivery in London at a rate not higher than Is. 6 8/ldJ. 
for a rupee (this was found by adding to Is. fid. the omt of 
transporting this amount from London to Bombay). These two 
points* oorresponded to the lower and upper specie points undier 
the Gold Standard. 

1 MalhottSr U, K ^tfuitory of Probleans of Itxdmu OWr«tt<jy"~lS3r 
Exchange, IH7, pp 108.109. 

Certain anom&Hees bowevor, still remain, Tho znpee coin (a noto 
printed OH ftilvef as it has been ciUed) continues to b© full legal tender* <ind it 
IB obli]B(ak>ry on the part of the Resotve Bank to exchange notes for ooiiis aad 
wicr on do Tjand. The issue of eoina requites no r^mtVB backing and 
there ia no limit to their issue* i'h© monopoly of i^ua of notsw also wets w th 
the Clovrtnmeni, the Beaerve being merely a channel of issuing ttusm. 

3« Under the pre*war system* it will be n'membered^ the e3i:ohange used 
to be maintained by sale of Council Bills by tho Seoretary of fciiate in im4m 
and the Keversi Oounoilsin l^dia at the upper and lower specie points reo* 
pectirely. This ^yatetn was modihed in 1923-24. In that year while ‘we^ly 
sales of Council Bilk continued as before, the sale of •intermedie.tes^ (Bills 
sold in beturfsm the regular sales of higher rates) was stopped and was replaced 
by purchase of eterling in Indi^i from banks and dnaneial houses willing to sell 
}t. Ip this system waf further extended the pnnihase of stmilkif 
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llbaB the Beserre Bank Act legalized the existing ratio, ^e 
nrearoble to the Act. howew. incorporated t^ reoortmendatloa 
London Committee on the Reserve Bank ^gidatmn that 
the question of ^e monetary 8ta,ndaid 

he considwed when the international monetary situation had beoome 

euSiently clear to make it possible to frame ^ma^t mea^^. 

When such a contingency arcse Clause 66 of tl^ Act rei^ired the 
Bank to report its views to the Governor.Qeneral-in.Oounoil as 
regards the suitable permanent l^sis for the Indian monetory 
iwXm and to frame measures for the future monetary standard of 
India The date for the adoption of such new measures was post¬ 
poned by World War II. 

Indian Paper Currency. 


9. Paper Currency up to 1925. Notes were practically unknown 
in India TOtil the beginning of the 19th century. In 1806 the Bank 
of Bengal was founded and given the privilege of issuing 
notes. This privilege was also conferred on the Bank of Bombay 
(1840) and the Bank of Madras (1843). Although these banks 
were private institutions yet the Government had a share 
in the capita aad was represented on the management. A maximum 
limit of note issue was fixed for each bank, and they had to 
keep a reserve of 33^% (later reduced to 26%). These notes were 
not legal tender, and were popular in the presidency towns only. 

In 1861 the Government took over the note issue from the 
Ptesideni^ Banks. The country was divided into circles, snd the 
notes issued in the circle were legal tender only in the circle. The 
notes were issued on the currency principle embodied in the Bank 
Charter Act of 1844 passed in England. The fiduciary portion of 
the Paper Currency Reserve was fixed at Rs. 4 crores. Over and 
above this limit, metallic reserve of equal value had to be kept. 

The above arrangement was excellent from the point of view of 
the security of note issue but it was neither convenient nor did it 
provide elasticity in the note'issue. The inconvenience arose from 
the restricted area within which the notes were legal tender and 
convertible. This defect was, however, removed when notes of 
one denominatim after another were universalized. 


The note issue was inelastic, because beyond a certain limit 
cent per cent metallic reserve was necessary. Some elasticity was 
imported by raising the fiduciary limit from time to time, until it 
* Btc«d at Rs. 14 crores in 1914 and Rs 120 crores in 1919. Some elas¬ 
ticity was also given by making the rupee a token coin in 1898 so 
that less silver was needed for the reserve in the form of new rupees. 

"intodift became the principal method of remittance end eaks of Council Bills 
were undertaken only to meet a steady and continuous demand by them, 
fibers was no sale of'Oooncil Bills m 1»25.S« and the system was guspondod 
t^eafter At the recommendation of the Young Oommissicm the Kvetem of 
purchase of sterling by competitive tenders wee suspended- Prom April 1,1885j 
this function was transferred to the Reserve Biuok. 
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Tlia S»p8r Oaxr^ccr Beserre, origiaal^ iwasislidd of sttver ooia 
and bullioii tm regards tho matoUio porfeioa, and the OoTenunent 
of India rupee seonritiea aa regards the Mnoiarj jpprtion. Sab«e> 
quent legislation, however, permitted the holding of gold ooia and 
bttUioa as well as Sterling Seoorities as part of the Indian Paper 
Cwxmisy Beserre. 

The main defects of the ourreaoy system were (1) It wa^ 
not automatio, beoaose the fiduciary portion oould be iuoreased only 
by fresh legisiation every time. (2) The metallic portion of the 
reserve was unduly large. (3) A part of the resetre was kept in 
London instead of in India. (4) There was a divorce between 
current and banking, whereas integration is the rule in modem 
times. (5) In the araeaoe of a central bank, the Government was 
oompell^ to keep its funds looked up in "Reserve Treasuries** 
oreatii^ financial stringency in the money market in the busy 
season. (6) Above all, the ourreney system was inelastic. In other 
countries, bank deposits and cheques as well as notes issued against 
oommeroial bills lend elasticity to the currency system. Also, the 
Qoverament funds being pUoed in the central bank are made 
available to the trade. But in India banking was oomparatively 
undeveloped, oraganized bill market was practically non-existent, 
and the central bank had not yet come into existence. 

The Chamberlain Oommission, with a view to introducing a 
furtbfff measure of elasticity, recommended that the fiduoiary 
portion should be fixed as under:— 

Notes held in Reserve Treasuries plus ^rd of the net oireulation 
i.e, (gross oireulation mlnns notes held in Reserve Tree^suries). 

The Gommission farther recommended that the use of notes 
should be enoouraged and facilities for encashment should be ex¬ 
tended. The idea of the Oommission was to make note issue both 
dkstie and popular. 

The war (I914:-18} put a great strain on the Indian paper 
ourreney system. There was a rush for conversion of notes, and 
notes worth Be. 10 orores were returned during the first eight months 
of the war. The fiduoiary portion was iuoreased from Rs. 14 orores 
in 1914 to Rs. 120 orores in 1919. New notes of Re I and Bs. 2| were 
issued. Extra legal facilities for enoaahment of notes were die- 
oontinued. 

At the end of the war, the Babington Smith Committee 
examined the Indian currency system. In order to impart elasticity 
and to ensure adequate metallic reserve, the Committee 
recommended that the metallic portion of the reserve should be at 
least 40% of the gross oireulation, and, over and above the norm al 
fiduoiary issue, provision should be made for the issue of addittonal 
ourreney up to Bs. 5 orores in the form of loans to the Ptesideaqy 
Banks against export bills. It also reoemmended the removad of 
war-time restriotions on the encashment of notes. The Govecoraeat 
passed %islatum to give effect to these reimmmeiidations. 
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m. Y ^ff«g TheHiitcMi YoaiigCkmttiuioD 

(ttf 1926 mjomtaeDded the establishment of a Beaerrs BaidE to 
^e sole right of note-issue was to be transferred* The i^tligai^mi to 
eonvert notes into silver coins was to be wiriidrawn. The Papw Our- 
renoy Beserre and Gold Standard Reserve were to be amalgainaled 
and the proportional reserve principle of note-issue was to be 
introduced. 

1 he establishment of Reserve Bank was delayed until 1935. 
A Paper Currency Act was passed in 1927 according to which sterling 
securities in the Paper Currency Reserve were re valued at Rs 13>l-8 
to a sovereign. Bo other change was effected. 

11. The Reserve Bard; as the Issuing Auiliwtity. The 

Reserve Bank Act, which was paseed in 1934, gave the sole right of 
note-issue to the Reserve Bank of India which started its operation 
from the Ist of April, 1935. The note-issue fnnotion of the Bank 
was to be performed by its Issue Department. 

I he Gold Standard and the Paper Currenoy Reserves were 
amalgamated and the entire gold stock was transferred to the Bank 
which the Bank was to keep in its Issue Department. 

The assets of the Issue Department were to consist of gold coin, 
gcdd I ulIioD, sterling securities, rupee coins and rupee aeouritias. Of 
the total assets not less than 40 per oent had to consitt of gold coin, 
gold bullion or sterling seourities, provided that the amount of gold 
coin and gold bullion was not at any time to be less than Rs. 40 
crotes in value. With the previous sanction of the Central Ctovern- 
mmit, however, the Bank might hold gold coin, gold bullion or 
jjte yliti g securities of less than 40 per oent of the assets for limited 
periods provided that it paid a specified tax on the defioienoy. In 
actual practice, however, the bank maintained a muoh higher per¬ 
centage of gold and sterling seouritieB agMnst its total liayUtiee in 
the Issue Tteparfemcgot. 

12. Expunioa and Cmlrartimi oi Currency. Under the 
Reserve Bsi^ Aot the assets of the Issue Department, as we have 
ee«tt, were kept in the form of— 

(t) rupee edn inolndiDg rupee notee; 

(i*) gold coin and bullion ; 

(m) rupee seourities, including treasury bills; and 
lie) sterling securities. 

ICxpansTon of oarrenoy could be effected by iniawm itig any of 
these forms of assets and issuing uetes of equal value from the Tssne 
l>epartment. Contraction of oorrency was similarly effected by 
w^drawing notes from oir<ntlation'and reducing any of the assets. 
‘*^iparily in the case of expansion the Bank iooree^ the assets 
• Issue Department by tranderring rupee at eterling mourities 
or loth from the Banking to thelasue DepartoaMit or by erebtiop 
of ttd iWcixeasuty bills; and in the oase of oontraotion, leduceid the 
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Mtiite tettBMfeting bo^, ftom^ 

lame lo tba BaiikiDg ItoiMiirfcaient, or by oan o dt at ioo of ad ioe tern* 
may UUa held in l^e Isaoe Deparfemmt.*’ 

An mumnona exfHuuiini noto oiroalatioa took ^laoe daring 
the wnr. Ilieae boIm wme iasoed ngiinat attarling eeonrities aoeama* 
Ii^ed due to the dreauutanoea addng oat ol the wnr. The tatad 
n^ee in oiroulotion when the war broke out in September, 1939, 
were cd Bs. 182 ororea. On iAe of Aognat, 1945, the figure stood 
•t Be. 1,133 ororea, an iaereaae of about Bs. ^1 orores. The 
inereMe in atoding seooritiea daring the aame period was to the 
ndne of Ba. 976 onros. 

Vhe e&ots of World War II on the Indiea onrrenoy system are 
disonaaed in the next chapter. 



CHAPTEE XXX 

INDIAN CURRENCY AND EXCHANGE DURINC 
WORLD WAR U AND AFTER 

During The War 

1. Introdnctimi. The outbreak of World War II in Septem¬ 
ber, I9S9, threw the old ourrenov problem into the baoknodnd and 
oreated new ones. The most ontsttmding currency problems of tiie 
war related to exchange control, enormone increase m the volpme of 
cunenoy and oonsequent rise in prices, war finance and acoumulation 
of sterling. 

2. Effects on Currency. The main effects of the war on enr- 
leooy were : (i) Rush for the oonrerston of notes, and consequent 
(ii) ratitming of rupees, (iii) issue of one-rupee and two-rupee notes, 
(ir) issue of new eight-anna pieces, (v) issue of new rupee coins of 
smallw diver content, (vi) withdrawal of old standard rupees and 
(vii) the enormous expansion of the oiroulating media. The demand 
for conversion of notes, which prior to June, 1910, was lass than a 
otore of rupees per we^, increased to Es 4 orores per week. The 
stock of rupees in the Issue Department of the Eeaerve Bank decrea¬ 
sed from 75.47 crores at the beginning of th) War to Bs. 32 orores 
by July 5, 1940. It was, therefore, declared an offence to acquire 
odns in excess of personal or business requirements There was an 
acute shortage of rupee coin and small coinage, These difficulties 
were, however, overcome by the Reserve Bank and arrangements 
were made to meet the reasonable requirements of the people in 
this oonnootdon. 

To meet the scarcity of rimees, the Government issued one- 
vupce notes on June 24,1940. These notes were not oonverdble into 
rapee oefins. In February, 1943, two-rupee notes were also 
^issaed. 

New balf-rupM coins were issued in 1910 to meet the growing 
demand for 4-anna and 8-anaa pieces. To prevent their hoarding 
and to eoonemise silver, the silver oontent of these ootns was redu- 
oed from 11/12 to 1/2 fine. In the same year new rupee ooins were 
issued oontainiog 90 grs. of pure silver aud 90 grs. of base metal, 
havfog a security edge device as a safeguard against eounterfeiting. 
Queen Viotoria rapees and hidf-rupees oeased to be legal tender 
alto Slst March, l941, King Edward VII rupee and half-rupees 
after 3ist May, 1942, and King George V and King George VI 
stemiftatd rupees and hsif-mpees after Slst May, 1943. Thus stand¬ 
ard i^er coins of 11/12 ftuensss werC progressively roplaoed by 
npuuteeenoy ooins of | fineness. 
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Bot ttMMfe ontitandlng iffect of th« wat ww the emmiiotia 
expao^cm in the drenlatiDg media with iia attendant conaet^nenoea. 
To this we shall derote a separate section and also to other ^relop' 
meaats dnring the war. 

3. Exchange Control. —We hare seen in a prerions chapter 
that during the decade before the outbreak of the present war the 
Oorothment found it difficult to mdntain the rupee'Sterling rate 
at Is. 6d. It was aocomplished partly by contraotion of ourreney 
and partly on account of the export of gold after 1S31. Tbe rdiim 
oauae of the difficulty was tbe serious falling off in our expcot surploa 
during the jpariod of acute agricuUnral depressiou. With the 
outbreak of the war export surplus reri^ed on account of oonsider* 
able export of war materials from India purchased on behalf of HiS 
Majesty’s Goreroment. The Reserve Bank was consequently able to 
buy sterling in large amounts and there was no difficulty in msdn* 
taining the rale at tbe statutory level of Is. 6d. 

While the rupee remained, on the whole, firm in relaticm to 
sterling, it depreciattd in relation to the dollar, yen and thetJontin- 
ental currencies following the slump in the sterling. With the peg¬ 
ging of sterling to the dollar at 402 the rupee-dollar exdliange 
became steady (at about 332 per 100 dollars). 

Following Great Britain, the Government of India also undmv 
took to control exchange. Under the Defence of India Ordinance 
of 1939 (Part XIV) the Government was authorized (t) to impose 
restrictions on purchase of foreign exchange, («) to acquire foreign 
exchange ; (*•») to impose restrictions on purchases and export of 
securities ; and {iv) to acquire foreigu soourities. Accordingly the 
Goverament required that all foreign exchange transaot'ons shotdd 
be put through authorized dealers controlled by the Reserve Bank 
through its newly created Exchange Oontrol Department. 

For purposes of exchange control, the Empire was regaMed as 
a single onrrenoy unit and was called the sterling area. No restrio- 
tions were put on the free transfer of funds within this area. The 
purchase and sale of currencies outside the sterling area were subject 
to rigid control. 

No remittances were allowed to any country outside tbe star¬ 
ling area unless the remitter filled in an application form stating the 
purpose for which tbe remittance was required. KemittMioe might 
be required for : (i) payment for imports—this was allowed provid¬ 
ed the apjdioant produced customs entry forms as evidence that the 
goods had been imported into ! ndia ;{«) petty private remittan¬ 
ces ; (»i) iaravelllng expenses—these were allow^ up to a cettaiil 
limit only ; (iv) other trade purposes (freight, profit, royaltitts)— 
for these applicant had to submit certifioates from Ofaartmed 
Accountants or other suitable evidence of ibeir being bom iSo pay- 
HMUts ; (e) capital remittance —these were only permitted in exc^ 
tional oiroumstanoea and had to be referred to the ResmWe &uQk 
of India. The objeota of these r^ulations were to ensnra that foreign 
ex^ange was only sold for the finance of trade and for a §m fAmt 
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pnrpnied, Tbeijr v«m detuned to pnarml wnf^ of 
0»plal Mul to m»]c» iqpieonibtiTe opefaticmn in exohMtge impowH^. 

Import Oontrd. &t Srs^ baidct wore gi««a ooUddembie l»tj|ade 
in th« tale of foreign exchange. Bat as the aw advaneed toev 
prieileget had to he oiutailedU Sahteqae^itiy thejr coold onl^ tell 
exchange, without prior reference to the Beaerve BanJt> for aHhia^ 
payments for lioensed importo and a few private reiaittanees. A 
si^ control on importt grw^institnted. No import was alloved 
from ontaide the sterling area withont licence. 

Baport eontrtd. With the development of exchange ooatrtd 
it was fonnd necessary to institate control on the proceeds of exports 
India to ooantrles outside the steriing area. 1%e Reserve Banh, 
therefore, insrituted an Export fbntiol Scheme. *'The objeets of the 
export (xmtrol Boheme are to ensure, first, that the foreign exdhange 
Iffooeeds of exports are returned to India and not retained abroad, 
and secondly, that exports are financed in oertain speoified irayaso 
that the maximum excha^e value is obtained. 

The balances aooruing to Indians (and other ritixena of the 
Empire eountries) in the United States had to be banded over to 
toe British Govemmdnt and oonstituted the "Empire Dolfaur PodI,” 
to be utilized for purposes of war. 

Control on ImUion teeurUiea and foreign currencies. In 
additioB to ordinary commodities control was also sxannsed over 
tile export and import of bnlUon, securities and ourrancy notes. Bk- 
pert of gold omild only be made uodw lioenoe Imports of gold were 
lioensed, hot were freely permitted provided they did not involve 
^ expenditure of any important ourreaoy, especially dollars. 

As regards securities these could not be acquired from any 
pereon not resident in India, nor ooald thev be exported withouc 
the permission of the Reserve Bank. For export of foreign 
seoorities lioenoe was required which was only aUowed if the foreign 
ex ohajg g e proceeds weresurreadered to the foreign agents oi a bank 
in India. 

RestriotifHu were also placed on the taking ol jeweUmy and cash 
out of India. A spemfira minisaum could be taken out without 
liocmoe, but beyond that a lioenoe had to be taken from the Ex* 
ohange Control Bepsrtment of the Reserve Bank. 

Ckmenoy notes could not be imported from countries oeimpicd 
by the enemy. This was to prevent the enemy disposi^ (d' their 
large holdings of notm captum in invaded countries, Imvision, 
however, was made to enoamh notm in possession of bona fide 
evacnees from the ooonpied arem. 

4. War>tone Absorptian of Cmmney —"Among the various 
wartime devriopments in the sphere of InriiM enneony, toe 
enormous expai»ion of ourrenoy overshadowed all othars by' its 
Ipeotaeolar toaraoter, its wide sweep ami its direst impaxd m the 

Rfe of the oomnton man.**^ On the let of Seidiember, 1989, 

1. liiahottva, D.K.—History sod" ProWinW'of' 4^^ 

aiwagali»4'},pm 
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tliwe wwpe Bs. 182*13 crorta worth of oaneiM^ ootaa (hwaod by th 
Beserre Bauf^^ in ftoti'ro oiroolatton^ ia lo^. Oa the 19th c 
Ootooer, 1945, this figoro stood at Bs. 1159*85 worot, meiu] 

an merease of Es. 977*72 orores or orer 538 per cent. 

Brom September, 1939 to Augost, 1945, the total absorplioa o 
rupee coin amounted to Hs, 142*16 orores, and of small coin 
Ks. 67 59 orores. 

Itt 

There was also an increase in wank deposits, which !n the oai 
of sahedoled banks (only their figures are available) ainoanted t 
Bs. 480 orsrea from the beginning of the war up to Slat Martfii 
1945 


Thus daring the whole period of the war the total increase ti 
oirculatioa was Bs. 1,198*64 orores. Of this increase 82*5 per oen 
was due to the increase in the note issne, 11*9 per cent to mpee owi 
and 5*6 per cent to small coins. 

There was, however, a decline in the velocity of ourreno; 
circulation due to increased propensity of hoarding engendered b; 
the danger of the war. The public, the banks s>od the bnidnas 
concerns were afi anxious to maintain a highly liquid position 
But this decline in the rapidity of currency circulation was toi 
feeble to blunt the edge of currency ioflation. 

5. The Rise in Prices.—Side by side with this expanrien o 
currency th<^e was an enormous rise in the general price levd, a 
shown by the table given below : 

INDEX NDMBBR OP^WHOLBJSALE BRICES IN INDIA 
(Week Ending l9th August, 1939a>100) 

Agriculiariil Rj»w Manufao. General 
Yeai* oommoditioe materials tares index 

1939-40 ... 1S7 119 131 188 

19t5-46 ... 273 210 2to 245 

There was a close relation between rise in prices and expansior 
cf currency. The following quarterly indices indicate this doe* 
association ;— 


JULY 1939»100 

(All Figures Befer to the First Quarter of Each Year) 


le., ... 19^0 1»4S 1944 194S 1B4( 

«o.(is la circulation ...132 204 359 60S 61S 701 

Wholesale prices ...12S 164 268 2»9 301 891 

Uemand deposits ...105 167 273 390 4.56 68! 

6. Accumulation of Sterling Assets.—We have seem in a 
previo^ chapter that before the Reserve Bank could expand its note 
»sue toe assets of the Bank in the Issue Department had to be in* 
created. In fact, such an increase in the assets did take place, as ia 
shown by the following figures showing the changes in the assets ol 
the issue Depturtment under the various heads : 


T> J.‘ ■*“‘*'** CireulationaTotal 
muKing uepartmeut. 


notes issued miiMis notes hsid ia.thi 



m 


imuN Ecommm 


Bsoroase (—) or increase ( + ) over the figures of 
1-9 1939 on 31-8 45. 

Bs in erom» 


K OoM coin and bullion 

2. Starling ISocuritiefe 

3. Bupoa Coins 
Bupae Securitiofl 

6. Total Afisofcs 
Total Kotos issue 


Kii. 

- 5«*4 
-4- SO 5 
4-9^0 D 
+ 93e*9 


It is clear that most of the e:xpan8ion of currency occurred 
afifftiust sterling secunties. These securities repBasented inv^estaient 
in the form of sterling in London. This money» in other words^ 
Was lent by India tc England. 

How did India get these sterling resources, and why were they 
kept in London in this form ? To understand this, it is neocssaty 
to explain the system of financing suppMo^ purchased on behalf of 
His Majesty^s Government in India by the Indian Government* 

7. Mechanism of War Finance --Some money was spent by 
the Government of India on behalf of India for war purpose'. This 
money was shown in the regular budget of tho Government under 
expenditure for defence. This was partly raised by taxation and 
partly by loans of various kinds. Apart from this, the Government 
of India spent every year considerable money on behalf of 
His Majesty’s Qovernoient and other Allied Governments tor the 
purchase of the various kinds of war supplies. For these supplies 
His Majesty’s Government made payments in the forni of sterling in 
London* This sterling was partly used for the payment of Home 
Charges and partly it was used for repayment (or repatriation) of 
India’s sterling debt and the rest was loaned to the British 
Government. The British Government’s 1,0 Us. or sterling se- 
ourittes were kept in Loudon as assets of the Reserve Bank of India* 
In the first instance they appeared as assets of the Banking Depart^ 
ment, but were transferred to the Issue Department as need for 
rupee finance arose. Ai^ainst these assets, as the law allowed, notes 
were issued in India. These notes were used by the Indian Govern* 
ment to purchase war supplies mentioned above. It was thus that 
currency expansion occurred in India. 

But all the sterling that was invested in sterling securities 
did not come in the possession of the’Reserve Bank in this way. 
Part of it was purchased by the Reserve Bank of India from 
those who imported goods from India and wanted to make pay¬ 
ments in rupees to Indian exporters. Below are given dstails of the 
various sources of sterling and the way the stock of sterling was 
utilized 

Bs. in crores 


K StarliOs? a^'iebs of the Bank. Atiiafu«fc* 1939 ... 64 

2. Bterhag pnroHased by the Bank, Beptembar, 19 i 9 

to Maroh, 1946 ... SIS 

8* Sterling peymente by Hie Majesty’s Government «*« 1632 

4. Other sterling credits 45 

Total reeSived .Jl 2554 
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1* SterUniz uUlize4 for debt ropa«rUtio®i up to tbo end of 

Mexch, 411 

3* Sterling eommitmenta of Govemtoont S44 

3. SfcerHog eeloi to public *75 

4. SteHing holding of the Eeeecve Bank at the end of 

March, 1945. 1734 

Total ... 3654 


8 Rii|i«e Sectititiet- —^arrency expandion took ’place not 
only on aooouot of the iaorease io eterltog securities but, as we have 
already seen, also on aeooimt of the increase in rupee securities. 
Previously under the Reserve Bank Act these securities eouM not 
be held in value of more than Rs. 50 orores Bat by an Ordinance of 
February 1941 this limit was abolished. I'his enabled the Oovem* 
mept to borrow from the Reserve Bank (through the issue of 
notes) against its Treasury Bills or I.O.U.s. Some of these rupee ' 

securities were substitutes for the sterling securities held by the ^ 

British creditors before the debt was repatriated. In so far as the ; 
sterling debt was paid through internal borrowing from the public, 

BO expansion of currency took place. 

9. Inflation Controversy.—The enormous expansion of 
currency and the rise in prices in 11143 led to the oontrove:i^^ 
vfcetber this phenomenon could be regarded as inflation. One view 
represented by the Finance Member of the Gaverncnent of India, the 
late Governor of the Reserre Bank and a few ofehers was that there 
was no inflaticn in India. The other view held by most of the 
Indian economists and non-official public men' was that a very 
dangerous form of inflation had developed in India and. If left un¬ 
checked, would bring disastrous consequences to our national 
economy. 

Those who denied the existence of inhation in India based 
their opinions on the following grounds : (a) That notes were being 
issued against sterling securities as provided by the Act, hence there 
could be no over-issue ; {b} that as long as all the resources of the 
country were not fully employed, additional note-issue could not 
Uad to inflation, (c) the rise in prices was due to scarcity of goods 

l. As rogards th« method of 8t«»rHobg dobt repa^riatuin, the apprapri- 
aie seotiop in tb® chapter on lodra^s Publio Dobt. Here it may be noted that 
the aocutnulatioh of «terUag reeources enabled India to reduee her eterltng 
debt from Kg. 469 crore« in ^938-39 to Ks 37*4 ororeii by the end of 
1945-46. To thiE extant the English oreditors were paid off Some of this 
dabi. was transferred to Iniian orf*ditors by internal borrowing by the issue 
of runes securities 1 rupee coonterp arts) to the publio. Some was talsen up by 
the Reserve Bank. Hen<*e the moreaae in rupee seourities with the Bank 

% If ingation is to be defined as an expansion of the nurohasing power 
due to b arrowing from the central bank to meet a budgetary defloit, then 
inflation in this sense does not exist in India. On the other hand if inflatlotn 
IS to be deflned m a state of affairs arising out of the failure to meet the 
whole of tha expendi ure of the Government of India andoi the Allied Govern- 
menfes by means of loans «ind taxes raised in India, then indation miw be 
^Id to exist, smee a osHain proportion of the rupee resouroea required to 
finance the w roosts, in this wider sense, has b«en obtained by the sslo of 
foreign exchange to the eeotral institution.-^Sir Theodore Gregory* 
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Beedad for civilian consumption due to diversion of resources for 
purposes of war. Therefore the real remedy was to increase the pro^ 
auction of such goods. The rise in prices of foodstuffs was partiv 
due to the stoppage of imports of rice from Burma, but was also 
due to hoarding, profiteering and lack of transport facilities. The 
remedy was to stamp out hoarding, control prices and profits and to 
make transport facilities more efficient ; (d) that the increase in 
currency was a result, not a cause, of high prices, high prices being 
due to ficaroity of supply iu relation to demand. 

10. It was Inflation. —The real truth was that the war«ttme 
rise in prices was due to inflation. All the argii eats given to 
prove toat there was no inflation in India contained a certain 
amount of truth in them, and that was why confusion arose. Let 
us examine them. 

(а) It was true that if goods could move freely into and out 
of India, issuing of notee against sterling securities would not 
have caused over-issue. Sterling securities would not have 
accumulated to this extent with the Reserve Bank. Goods exported 
from India would have been pa d to a large extent by imports into 
India which could not come due to conditions of war and exchange 
control. Merely the existence of sterling securities 6,000 miles 
away could not prevent the rupee from depreciating in terms of 
goods in India when such goods did not increase as fast as the 
means of purchasing them. 

(б) The theory that so long as the resources of a country are 
not fully employed additional currency does not cause inflation is 
true only under the assumption that these resources can be fully 
employed within a re sonably short time. India's potential 
resources may be enormous. But the point is, could they be fully 
employed within a reasonably short period ? it would appear that 
to the extent that such resources could be employed from the short 
period point of view they were already fully employed. The scope 
for further employment was extremely limited. In industry old 
firms had expanded. New plant and equipment wss difficult to 
get. In agriculture the pressure on the soil was alreiMly great. 
iBCfoase in the production of one thmg ^foodstuff) tmpliei a 
dooresee in the production of another (oon*food orop<i). The 
opttamn limit of employment hsMi already been reached long ago. 
Addittoimicarrency thus oauised infiation. 

(#) Soafoity of partieuiar goods might have led to a consider¬ 
able in their prices. But when all prices were rising, the cause 
obvlmiily was m the side of money rather than of goods. Issuing 
with the hope that supply of goods would increase 
pm to court inflation. Goods at the most increased by about 30 

cent during the period of war. This was in spite of every 
laffart to stimtdate production. Currency, on the other hand, 
jncreased by over 580 per cent daring the same period. Mere 
ncNiiml of prices could not prevent inflation, even if price control 
l^ltocoeededv 
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The increase in curtenoy is a cause as well as a result uf 
rising prices^ Once the procesB of inflation starts it feeds on itself* 
More oucrency in circulation leads to higher prices ; higher prices 
demand more currency for making the same amount of purchases ; 
the new currency pushes the price still higher^ and thus the spiral 
of inflation comes into existence. The initial drive usually comes, 
and in India it did come, through currency expansion. 

For all practical purposes,** wrote Prof. Vakil at the time, 
**tbia operation (issue of notes against sterling received in London) 
is similar to the creation of arttfloial purchasing power by means of 
printing press by a Government in need, as was practised daring 
the last war by several countries,^ .This was inflation because 
inflation is nothing more than a state of affairs when the volume 
of currency goes on increasing without being accompaaied by a 
corresponding increase in production/’^ And this was what 
happened in India. From the point of view of the immediate 
present, the existmioe of sterling seoxrities in London was entirely 
irrelevant, 

11. Evils of Inflation '^Inflation is a very serious disease for 
any country to have it leads to many economic and social 
injustices and is fraught with politica! dangers if left to follow its 
course. Its evils are many: (i) By raising prices it seriously 
curtails the purchasing power of the currency unit and thus brings 
untold hardships on x^^opla with fixed incomes. After the war 
of 19U*L8 many families in Germany were ruined on account of 
inflation. Even if bonuses and allowances are given by the em* 
ployers, they rarely compensate for the whole of the rise in the 
cost of living, {ii) Intiadon ruins creditors because they receive 
in real goods only a small portion of what they had lent daring 
the pre-inflation period. {Hi) Inflation encourages hoarding of 
commodities by consumers and also by middJemen in expectation 
of higher prices in the future. This creates scarcity and distress 
if the commodities are essentials of life. The scarcity of foodstuffs 
prevailing in India was partly due to such hoarding, (iv) Inflation 
IS a form of hidden taxation, but taxation of the worst kind, 
because it imposes higher burden on the people with lower incomes. 
The rich make money during the war and do not mind paying 
more for their purchases. Tee poor can hardly keep their heads 
above water, (i?) Due to all these evils inflabioa creates a geunine 
discontent and hostility against the Govern neat espemliy^ as in 
India, if it is not a Government of the people themselves. Such 
hostility adversely affects the war-effort. The Russian Revolution 
of 1917 and the rise of the Nazis in Germany can be attributed 
to the social discontent created by inflation during and after the 
Great War (1914.18), 


1, C. N. Vokli: Fiaaacial Buirdea of th® \V*ir on India, p. 

2, Ibid, pn 6S. 
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1% is because of such ©v^ils that all moderu oouuiries^ e, 

Oxuted Kiugdom and the U.S.A., look ©very pains to avoid 
inflation* Thus compared with July 1939, by the end of 194 
while price© m India had risen by 180 per cent, in the United 
Kingdom they had risen only by 73 per cent and in the United 
Sta^ by 43 per cant. 

12. Suggested Remedies. —The root cause of inflation in 
India, as we have seen, was the defective system of finanoing the 
purchases made in hadia on behalf of His Majesty*© Government 
and the Allies, Payments ware received in London, and this 
sterling was oonvorted into sterling securities to be kept in the 
Issue Department of the Reserve Bank, Against these seouritms, 
notes were issued in India iir making payments to the fndian 
sellers of goods above-mentioned. The most important remedy, 
therefore, was to change this system of war fiimnoe. Thus :— 

(i) The Indian Government should not have received payments 
in terms of sterling in London. Payments from Britain and her 
Allies should have been received in either some or all of the 
following forma {a) gold, (6) machinery and other capital goods, 
(c) by liquidation of British assets in India (d) by raising rupee 
loans in India on behalf of Britain and her AHies on the security 
of British assets in India. As a result of all these measures there 
would have been no sterling securities available to form part of 
the assets of the Reserve Bank against which notes could bo 
isaued. 

(ii) The Government of India should have provided rupees for 
mal^jiiig purchases on behalf of His Majesty's Government and the 
Allies only to the extent of tee amount that it could raise by 
means of taxes and loans over and above what it required for its 
own expenditure. Starling payments could be received to this 
extent, but this sterling should have been kept as a baJanoe in 
London, if ns^seary, but not transferred to the assets of the 
Reserve Bank’s Issue Department. 

Apart from these, other anti* inflationary measures should have 
been taken wstfa the oibjeat of transferring as much purchasing 
power as possible from the hands of the public to the hands of the 


1* Th© following statisfcjca of notes issued and wholesale prio® indieoa 
show how prices rose much more in India than in the U. K. and the 
VS.A : 



Year 

1939W ICO 

2ti.dia 

Notes Price 

tr. K. 

Sotes Price 

tr.s.A. 

Notes Price 

lat quarter of 1940 ... 

IS2 

125 

104 

ISO 

108 104 


ft 1941 •*. 

m 

12« 

1J8 

152* 

133 m 


r» ft 1C4)S> •»» 

204 

154 

147 

161 

187 128 

»> 

»> t* ... 

S6S 

238 

180 

165 

377 136 

** 

»* ,t 1044 «.* 

505 

298 

212 

567 

382 138 


„ 1045 

613 

301 

240 

170 

401 130 

ff 

»* r* 1040 

705 

295 

260 

176 



So© Ueserv© Bank Report op. oit fl0iS-40), p, 

, 5. 
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Qovernmeat. These measanM were of three kiads: (*) those 
relating to retrenehment and taxation, (u') those rdhktiog to kHtns. 
and (Hi) thoi-e relating to prioe control and control of articles of 
consnniptionA 

Such measures, to some extent, swre taken by the Indian 
Government. It was necessary to lower the inflated salaries oflered 
by the Government to attract people for new posts created for war 
pnrposes. Taxation was put high, but it oonld have been still 
bifher especially from those whose earnings were increased by the 
war. The problems of war loans and prioe control are discussed in 
thdr proper places. 

The Present Problems. 

13. Peculiarities of the Indian Currency System —Before 
we difiooBS the main onrrenoy problems, we may note some peculiar 
features of the Indian currency system 

(1) We have no standard of money and 'there is no definite 
objective norm or measure by which charges in values or develop¬ 
ments in the National Economy can be ganged.’ The rupee is not a 
standard coin. It is represented as a fraction ef pouod-steriing, 
and the only guarantee of its stability is the obligation of the 
Reserve Bank to maintain the rupee-sterling rate. But the value 
of poond-steriing is itself subject to finctnations. Hence the 
stability of exchange is resdly no guarantee of the stability of the 
Indian currency system. This, however, is true of most of the 
currency systems of the world. But in other countries there is 
a tendency to revert to ^e previous norm or standard, however 
impossible it may look. But we are not working for any snob 
goal. The rupee has to be emancipated from its dependenoe on 
sterling in order to restore it to the position it bt^ in the last 
century. Now that we are a creditor country, it should not be 
difficult of realixat.on. 

(2) On aooonnt of abnormal rise in the price of silver, there is 
no possibility of making any profit from the coinage of rupees or 
subsidiary silver ootna. 

(3) The progressive debasement of the rupees in recent years 
has brought it very near to the paper currency, althoagh rupee 
coins may continue to be used for sentimental reasons. In 
course of time as banking habits develop, notes may largely re¬ 
place paper currency and the expense of using matailie money amd 
of keeping large metaUio reserve may be avowed. 

(4) There ts no fixed standard of value in terms of which currency 
notes are expressed. Besides this there are two glaring diffientties ; 
(a) Tlu^h the notes ars uolimitsd legal tender, they are not 
ooavertiWe in gold or silver but only in legal trader; ^0) The aeooad 
ddficolty is the dependence upon storliof of theewmettey iMe’ 
for ocmvMtibUity in the shape of sterling seoarities.*' Tito 


is Vakil op, cAt*, p, ^7. 
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liltely fiuetostioxi of the pound^sterliog is a sooroe of weakiieas« 
The eterliog seeurities eatiaot be realised sad heaoe the motes 
badked by them are really inooiiTertible. 

(6) The Indian enrrenoj system is not eapable of antomatie 
expansion or oontraction in response to changes in trade or to meet 
the feqtdreinentB of growing economy* The rupees once put into 
drenlatjon seldom return when their need is over» they are hoarded* 
Again, when new rupees are wanted, they must come from the mint* 
This puts a severe strain on the country's resources and large 
purchases of silver for the purpose upset the country's balance of 
trade. The note issue also lacks elasticity, as reserve has to be 
maintdned. “ Paper money would be unable to render its full 
service to the country's economy, so long as the reserve provisions 
are rigid as today, with sterling securities predominating ; and so 
long as a close contact with the active features of the country's 
economy, particularly, in regard to domestic and foreign trade is 
not provided." 

(6) ** There is no co-ordination between the total value of 
money of all kinds in oiroulation and the aggregate national 
economy. There is very little of the so caDed deposit currency' 
which every modern commercial country tends to develop more 
and more...... There is no correlation... bet ween the total volume of 

money in oitculation.and the eoenomio needs of the country, 

its productive capacity or distribution requirement " 

14» The main problems* The main currency problems of 
India relate to the problem of the standard, the problem of ratio, the 
problem of the sterling balances and that relating to international 
monetary co-operation. 

15. The Problem of the Sterling Exchange Standard. —In this 
connection the following choices are open to India :— 

L Keeping to the sreriing exchange standard. 

2. Adoption of a dollar exchange standard as now. 

3. Taking to the gold standard. 

4. Keeping the rupee free of any legal link. 

Those who favour the sterling link point out to the importauoe 
of sterling as au ultimate means of payment for Iidian 
exports. , It is likely that, ia spite of the schemes of iutefnational 
currency co operarion, the sterling bloc will embrace a large 
area of the world and the sterling link will facilitate India's trade 
relations with this area. 

On the other hand, those who are against the continuance 
of the sterling standard oppose it largely because " they fear, the 
economic situation of the United Kingdom will pi event the full and 
free utilization of sterling balances, i.e,, they fear that sterling wnl 
not be a secure basis for multilateral exchangee, and they also fear 
that there may be post-war inflatioxi so that the value of sterling 
in terms of commodities will decline",^ ___ 

U (ireg^ry’. Indian Currency (Kitabisi an), p. 10, 
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. It Is fortber pointed ont that advantages cMmed for the 
sterling standard m the past no longer exist, nor the reasons for 
whioh England imisted upon the sterling link. Our sterling debt 
has praotioslly disappmred. Some of the British assets in India 
also have been transferred to Indian bands. Home Charges 
have been wiped ont. Moreover, England now is a debtor ooantry 
and is not the best place for keeping balances for exchange 
stabilization. England, on her part, wants to keep sterling free 
and there is a possibility of sterling depreciating in terms of the 
dol’ar in view of the comparative prices and costs io the V. K. and 
the D S.A. Thus the sterling link will leave the rupee at the meroy 
of British onrrenoy policy irrespective of the needs of India. 

Ultims^Iy, however, the advantages of the sterling link will 
depend upon the extent of the steriing area and onr trade with 
such an area. Since we have joined the International Monetary 
Fond, oar onrrency has developed a new link and the steriing 
link has become correspondingly veak and nnimportant. It is no 
longer appropriate to describe our standard a Sterling Exchange 
Standard. Sterling link has not benefited us in the past. It has 
prevented us from following an independent currency policy, and 
it has been responsible for inflation in the country. But considering 
that our oommeroial and political relations with the U.K., in spite (» 
our having declared our independence, are still very close and wide, 
the rupee will, io practice, maintain intimate relationship with 
sterling for some time to come at any rate. 

1$. DolIar^Standard.—Some people suggest a dollar standard 
for India. Various arguments oan be advanced in its favour. In 
the first place, dollar has a high prestige. The United States has 
come out of the war as the most important single economic unit. 
But in order to have a dollar standard we must build up a Dollar 
Reserve Fund. This could be done either by loans or by 

creating a large export savins with America. A third method 

would to to induce Great Britain to convert a portion of our 
sterling balances into dollars. It is unlikely that India will be able 
to negitiate a loah with America since there are so many claimants 
including Great Britain and West Europe.)n countries for such 
loans. Building a dollar reserve by surplus exports will also be 

difficult. We can offer very little to the United States in 

normal times. As regards conversion of as.setB, such a transaction 
carried on a large scale would “ probably be interpreted as a 
capital transaction and hence be subject to oontror’^ by Great 
Britain. Even if a reserve oould be built up, linking of the rupee 
with the dollar will impart to our ccoaomio life a great element 
of instability since American economic activity tends a swing 
through a very wide arc. ” As an exporter of primary products, 
the pnoes of which are subject to great fluotuati jus. India hai her 
economic life already subjected to elements of ioatabiUty. The 
dollar Bide will add to this instability because it will involve linking 


Qrj|ory : Indian Oortenoy, p. 11. 
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of ibo *‘|nioe and oost Btraotares” (tbe relative relatiooa of inioea 
and costa} of the ttro countries. 

17. C^UL Staodard.— The case for a gold standard is not 
as strong now as it was in tie past, No doubt gold will pl&;f an 
impcwtant role in the International Monetary Fnnd,^ it is not 
likely that gold standard will be adopted by a large number of 
countries. If the rupee is linked with gold, a flnotnatiog relation* 
ship will be estabiishrd with the currencies of the non gold standard 
countries, e.g,, those on sterling. Moreover, India will not possew 
enongh reserve of gold to justify her undertaking the sale of un¬ 
limited quantities of gold, which the gold standard involves, 

18. The Free Rupee. —Finally is tbe suggestion to have the 
rupee free of any particular link. This imidies leaving the rupee 
free to find its value through the play of market fbroes. Several 
advantages are claimed for this policy. The strongest argument 
in Its favour is that it will enable India to offset price Ganges in 
the outside world by varying her exchange rate. This will leave 
our domestic prices and costs undisturbed. For instance if daring 
the last economic depression we were free to change our exchange 
rate as we liked, India could have prevented the exorasive fall of 
prices in this country by lowering the external value ol the rupee, 

The advantages of free exchange are sustained if only a few 
countries adopt it. Otherwise the danger is that oountries may 
start competing with one another in depreciating their exchanges 
as was the experience during the past depression. Such a policy 
led to intensification of trade barriers which restricted international 
intercourse. Wide variations of currency rates are not permitted by 
the rules of the Internatioi al Monetary Fund and India as a 
member of the Fund is bound by these rules. 

Absence of legal link, however, does mean that tbe rupee 
should be left to the unrestricted forces of the market. There may 
be no de Jure (according to law) link with gold or any other currency 
but de fac/o (according to the fact) such a link may be maintained. 
For instance, India may adopt a gold link without undertaking any 
legal obligation to sell unlimited quantities of gold. 8noh a stabi¬ 
lization may be as effective in practice as a formal gold standard. 
This meth^ admits of posi-ibilify of exchange variations But 
this does not mean that frequent variations will actually take 
place. A similar de facto link can be maintained with sterling., 
or dollar, without making it legally bind ng. 

19. The problem of ratio.—A keen controversy has alwaye 
centred round the ratio question in India But since 1939 the 
c(Hitroveny has almost completely subsided. As a member of the. 
1. M. F. we have declared our initial ratio as Is. 6d. Is it a correct 
decisiem 1 

The proof of a correct ratio is that there should be harmony 
between o^ts and prices. " The rate of exchange is an index of 
relationships of price levels, balance of payments, tempo of 

" I, Sea Motion bisiow^ ’ ' ' ' ~ ' 
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Monomio development, eto. subsisting at any time between 
different countries.” Considering all relevant factors it seems 
Is 6d is a fairly oorreet index of such relationships. It does not 
se^m to be out of harmony with the existing eoonomio conditions 

in Indiiik* 

The prices in India are very high and we cannot therefore 
lower the ratio lest prices should rise still higher. Similarly, we must 
keep to the higher ratio because it cheapens imports and we want 
to ^import capital goods and oiientia! consumers goods. For 
some time we are going to import more than export. 

A change in the ratio is necessary to rectify maladjustmeata 
in the eoonomio system or to build up a favourable trade position 
or to ward off booms and slumps from abroad. There is no serious 
maladiustment at present that we have to oorrert a.ad tor tne 
other two objects monetary co-operation, rather than independent 
and isolated action, is essential. As a member of tbe Fund we 
are precluded from any such unilateral action. 

On the whole, therefore, the dcwiision to stick to Is. 6d. is a wise 
decision. In case any change is called for, it can be easily effected 
as the rules of the Fund permit i0~20% variation m tne ratio. 
The whole position may have to be reviewed when eoonomio 
conditions and the prioa levels in the world at large have become 


settl^. —Accumulation of sterling attracted 

much attention during the war. But India has always held soma 
aleriing in London as a port of the papar currency i*»8e/ve. The 
amount thus held immediately before the war was £48 miUion 
(Rs. 64 crores). 

The accumulation of sterling during the war, however, was a 
spectacular affair. The sterling oalaaoes reached the peak figure of 

1 731 crores in 1945-46, came down to Rs. 1,612 crores in 1946-47 
and to Rs. 1,565 crores in 1947-48. The principal eouroe of this 
aooumulatioii wm the re-imburaemeata in sterling to the Govern- 
meat of India by the United Kingdom for the parohese of stores md 
other materials and certain other expenditure mourred by us on their 
behalf and on behalf of other AlUed Nations. A Section of the 
Eeaerve Bank Act, which imposed on tbe Bank the oWigation to buy 
sterling to an unlimited extent, was utilised for financing these 
guppUas It was not intended that this section should be utih^d 
for such purposes, l^he payments in sterling made by the British 
Government were handed over by the Government of India to the 
Reserve Bank in exchange for rupaes. Tney are now the property 
of the Reserve Bank and have bean invested or deposited with 
the Bank of England. They are hold oy the Reserve Bank partly 
in the fosue Department and partly in the Banking Department as 
atsets against liabilities. 

Bat there were other sources of sterling too. (a) .IloUar and 
other non-sterling assets held by Indiana acquired oompuleority 
and thken to the Empire DoUar Fool; (b) aaouat ddUiMs due to 
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aormid trade balattoe and thoae resulting £rom Amerioan militaiy 
ez|»enditare in India. These were also acquired and taken to the E.I>, 
Pool; ( 0 ) Annual beJance of India’s external account; (d) direct 
purchases of food and other materials ay the British Qorrmrment: 
and (e) expenditure incurred hy Britain under Defence Expenditure 
Phut. 

The following table gives some details of the acquisition 
and disposal of sterling 

Smtces Me, m cram, 

1. Hterliiig is held by the Kesenre Bftnk (at the end 

of amber, 64 

2* Sterling }iurcha&o by the Hoserve Bi nk (September, 

1939 to March, 194 1 ... 644 

Z, Sterling payment by Hia Majesty’s Government 

(September, 1939 to March, 1946) 1 292 

Total omoimt available for dispui4al ... 2000 

Dupoml lie, m erotm 

4, Sfcei'ing amount utilized for repatriation schemes, 

iSepiomber, 1939 to March, 1946) 4U 

6» Other sterJing commuments iderived figures) 

(September 19^9, to March, 1946) . ... 220 

6, Sterling holdir gs of the lleeerv© Bank (at the end 

of March 1946) ... 1363 

Since March 1945 our sfeerliag assets have increased from Rs. 
1,363 crores to about Ks. 1,560 crores (October 12, 1945), In June 
1948 it stood at Re, 1,547 crores. This is the amount irhich has to be 
^repatriated*. It is a debt which Great Britain has incurred from 
India. Most of it was a ‘Torced debt** and emerged because of the 
inflationary methods of war finance adopted and of the oompukory 
acquisition of India’s dollar resources. British opinion, however, 
heeitates to regard it a debt in the ordinary s^nse of the word. The 
Indian point of view is that this sterling represents painfully ao- 
oumulated savings ot the Indian people and must be repaid to the 
last penny in the interest of reconstruction of India’s economic 
life. 

The British opinion did not openly repudiate the sterling debt 
but propaganda in the Press was started perhaps with a view to 
paving the way for considerable reduction. America also favoured 
a sharp scaling down of these balauoes. It was argued that the 
apportionment of war expenditure let off India lightly, otherwise the 
paradox of a poor country turning overnight into a creditor oountiy 
would not have appeared. It was further said that inflationary 
prices were charged for goods supplied by India, At any rate, India 
made sacrifices in common with the Allies to defeat a common foe 
and could not claim the price. 

But the fact is that India bore her full share of the war burden 
which was out of all proportion to her income and resources. It 
was proved that the goods were supplied at controlled prices which 
ware very low India cannot be made the scapegoat and made to 
beat the ‘doafeey’s burden*. The aooumulation of the sterling assets 
has meant a severe strain on the entire Indian economyr The strain 
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v«a mcauA by tiie poalpcmemaitti of inienul eonaiuapl^oin aii4 the 
overifork of plant aad maobinery without replaoement, and also 
the postponemeiit of new development projeota. The Indian pe^e 
bad to aaorifioe the bare neoessities of life to win the viotory. Ime 
sterling assets thus represent our saoridoes and sufiering, our blood 
and tears, and we are entitled to full payment to re-bnild our war* 
battered economy. It mnst be said to the credit of the BrMsh 
GoTemment that when settlement was negotiated in June 1848, 
they did not suggest any scaling down and Shanmokhum Chetty, 
the then Slnanoe Minister, was able to declare tLat the ghost of 
scaling down bad been finally laid. 

21. SettleiDMit of Storling Assets.—It has been established that 
oor sterling assets do not represent abnormal and improper wur 
gains nor are they the result cf war>ti ne profiteering. They are 
rather the resnlt of absention forced on ns and they have meant 
untold sacrifices and snfiering on the Indian people. They have 
therefore to be paid like an ordinary debt. 

But we have to look to the condition of our debtor. Economic 
situation in Great Britain is pretty serious. Her overseas 
investments have all been wiped out. Her shipping pcMiition baa 
been considerably impaired. 8fae has to reconstruct her war-tom 
economy. The foreign debt can be liquidated only by the transfer 
of goods and services. Thus the only way that the United Kingdom 
can achieve an orderly liquidation of the balances is by creating an 
export surplus, and obviously it would take some time for her to do 
so. Hence the time, the manner and the form in which these bal* 
anoes have to be repatriated is a matter for negotiations. 

The sterling baianoes oan be liquidated in the following 
ways 

(1) Importing goods from Bnglaud. But it will not be to India’s 
interest to import consumer goods which may compete with the 
produots of Indian industries. We should utilise our sterling re* 
souroes primarily for the purchase of capital goods required for our 
development sohemes. 

{i) As Gaeat Britain may not Be able to meet our immediate 
dmnand for the goods we need, it will be necessary to oonvert a 
part of sterling assests into ourrenoies of other countries (notably 
U S. dollar) to enable India to make her purchases in the cheapest 
markets. A part of the gold and dollar assets held by Great 
Britain in America estimated at £ 87 > million may be utilised for 
the conversion of sterling into dollars. A part of American loan to. 
Great Britain, too, may be placed at our disposal in e (change for 
sterling. Prof. K.T. Sbah has suggested that Britiiu should pay us 
by the removal of industrial plant from Germany. 

(3) The British oommeroial investments in India may be 
aequiredat reasonable prices. 

(4) Sterling balwoes oaa also be utilised for (a) fund lag of 
pemdons of Britiahem whfO served in India; (b) aaquMtion of sbara 
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in British air and shipping services ; (o) pnrohase of defence equip. 

m@Bt, aircraft, nara! craft, etc,; (dl trainiog facilities to ladiaos 
iHi various establishments iu the Ooited Kingdom connected with the 
three Services, teohnioal institutions and higher university education* 

22. Sterling Agreement of June 1948.—The dfsoussions in eariy 
1947 between the two Governments on the matter of settling these 
balances were not conclusive, but an interim settlement was effected 
in August^ 1947, relating to foreign exchange required by India for a 
period of six months. In January, 194^, the agree meat was renewed 
for a further period of six months. The main difference was the 
limitation on the extent of oonvortibility of our holdings in our No. I 
Account consequent on the suspension of convertibility provided 
for in the Anglo-Amarioan Loan Agreement. For the first half of 
1948, the convertible portion of sterling released was limited to £ 10 
million (Rs. 13 orores). These two six-monthly agreements had 
released £ 83 million out of which only £ 3 million could be utilised. 

The practice of obtaining releases for six months proved 
unsatisfactory because it created uncertainties in our foreign 
exchange position and seriously interfered with a balanced import 
policy. For planned economic development it was necessary to lock 
ahead for a^reasonable period. 

The agreement entered into in January 1948 expired in June 
I948| and a fresh settlement was effected. Acoording to this agree* 
ment, the U.K. agreed to release daring the three years ending 30th 
JunCf 1951, a sum of £ 80 miilion (Bs. 107 crores) which, together 
frith the unspent balance in our Account No. 1, as on Ist July, 
1948, would place at our disposal resources amounting to £ W 
millton (Rs. 213 crores) over and above our export earnings during 
this period. The sterling balances of India at the time of negotia¬ 
tions of June, 1948, agreement were about £ 1160 million (Rs. 1,647 
eifores). As there wore already £ 80 million in Account No 1, no 
transfer would be made to it in 1949 but £ 40 million would be 
transferred each year in 1950 and 1951. In addition to £ S3 million 
sterlir^ released, India took a loan of £ 11 million from the 
in 194§ to meet the current dollar deficit. 

in view of the various uncertain factors affecting the economy 
of the world in general and the tJ. K, in particular, the arrangement* 
relating to multilateral convertibility was confined to one year, and 
it was agreed to limit multilateral convertibility to £ 16 million 
(lis. ororea) during the first year. This, however, bears no rela¬ 
tion to our urgent needs. The Government of India had taken over 
from the United Kingdom all their stores and mstallations which they 
had left in India at the end of the war. The price to be paid for 
them was settled at £ 100 million (Bs, 133 orores). 

The Government of India also purchased from the U.K* tapering 
aonuitiea to meet its liability for the payment of penaiona to firitisb 
officers retired from India. The price of these annuities was settled 
itt £ i47| million (Rs. 197 orores) for Oentral pensions and £ 20| 
^7 croras) for the pensions of the provinces of India, 
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After dednoting fche nbo^e iteow, the oet balances io favcmr of 
India would be approximately £ 800 million (Bb. 1^067 orores). 
Oat of this, about £ 200 million (Ba 267 crores) may be considered 
as a normal currency reserve. Thus the balance available for use 
will be approximately £ 600 million (He. 800 crores). interest at 
•76% is to be paid on blocked balances. 

While commenting on the agreement the British husiness circles 
aid that India had secured better terms on two points, viz,, pensions 
and stores, without giving any settlement on the question of scaling 
own. It was said that India bad two birds in hand, while Britain 
has only one in the bush. But really the agreement was no achieve* 
ment from Indian point of view. 

This is not a final settlement. It does not cover the three large 
questions of funding India’s remaining sterling balances for repay* 
ment in British exports over a long period of years; repatriation 
of British'owned oommeroiai investments in India ; and scaling 
down. The question of scaling down may be raised by the Britffih 
at some later stage. Sir Stafford Oripps threw a hint of this to 
Mr. Churchill during a debate in Parliament. These agreements, 
and the sterling releases, based on them, have reduoMi India’s 
sterling bp lances to neatly half of the peak figure. 

As the position now appears. Mr. Chetty seemed to be unduly 
pessimistic about our ability to use the released balances. 

The agreement safeguards Britain against heavier withdrawals ; 
it does not guarantee India the supply of desired goods even to the 
extent of meagre sterling resources released. The British may not 
oblige India with the supply of goods she * wants, if Britain seeks 
to make the obligation to supply capital goods in this way, then the 
Indian exports may be diverted to other markets so as to produce 
British export surplus. 

About the stores it may be said that it would not have been 
worth the while of the C.E. to take them away, most of whioh 
would have to be sold as scrap. 

As for the pensions it would have been perhaps better to with¬ 
draw the necessary amount annually from the blocked account. 

Indians had entertained very exaggerated expectations about 
these balances. The agreement has a sobering effect of bringing 
a sense of reality. The agreement did not create much enthusiasm 
in India, Mr. Manu Subedar remarked, “More than half of what 
India had given in four years would still remain unpaid after eight 
years and still open to suggestions offscaling down,..The value of stores 
was fictitious and highly exaggerated. ...... Commutation of pensions 

oannot he regarded as an achievement, because England has made 

sure by this means of full payment io her nationals.It is a |dty 

that the question of British assets in India was not even mentitmod,’* 

India has been heavily drawing on these balances. In the first 
ten months of 1918'4d, the sterling assets of the Reserve Bank 
declined by nearly Bs. 566 mores. The withdraws^ have been osi 
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mo^unt of (flk) for sterling annuities and defenee stores 

aoeounting for fii. 284 croree ; (b) transfer of assets to Pakistaio 
under all beads amounting to Rs. 177 orores ; and (o) to meet an 
adverse balanoe of payments on current and capital account. The 
deiSoit on current account since the middle of 1948 in India's balance 
of payments has been established at Rs. 100 orores. According ts 
June 1948 agreeineiit« India could draw for each of the three years 
beginning frcin July 164H, Rs. 70 orores per annum* India seemi 
to nave already encroached upon next year's releases even before the 
end of the year. 

28. International Monetary Fund.--In 1943, international 
monetary plans were prepared by the United Kingdom, the United 
States and Canada. Out of the fusion of these plans and discusaioi.a 
at the Brettonwoods ronferenoe in the summer of 1914 
an international monetary scheme emerged. This envisagefi 
the establishment of sn Internaticnal Monetary Fund and an 
Internationa) Bank. 

main features of the Internatior al Monetary Fund are given 
below :— 

(i) Out of subscriptions of member countries a Monetary Fund 
amounting to 8*8 million dollars has been created. 

(n) A member country must pay its subscription according tc 
the quota allotted to it. Twenty five per cent of the quota or 10 per 
cent of its holdings of gold, whichever is smaller, must be paid in the 
form of gold, the balance being paid in the form of local aurrancy. 

(uf 1 The resources* of the I. M F. will be kept in the form of 
gold or local currencies. The litter wilt be kept in the central banks 
of member countries. 

(iv) The purpose of the Fund is to promote exchmtige stability, 
to avoid competitive exchange depreciation and to facilitate the 
expansion of international trade through the multilateral oonvertl- 
biUty of national currencies. All exchange restrictions and controls, 
discriminatory currency arrangements, and multiple currency 
practices which are not approved by the Fund have to be finally 
eliminated. Some restrictions, however, are allowed daring the 
transition period* 

(e) The chief function of the Fund is to purchase and sell 
currendes of member countries for one another. The condition, 
however, is that the Fund’s holdings of any member country's 
currency should not exceed 200 per cent of its quota. 

(vi) The debtor countries will get aeoommodation from the 
Fund to the extent of 75 per cent of their quota plm an addition of 
25 per cent each year subject to a maximum of zOO per cent of their 

f uota.* These conditions may be relasad at the discretion of the 
'und. Thus a debtor country will be saved from gold exports and 
consequent defl^atioa (as happened under gold ataadard) through the 
help of the Fund* 
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(vU) Gxeditor oountriea whose ez{iort mrphis exoeeds 76 per 
cent of their quotn will have their oatrenoies deolaind eosroe. Studi 
oarrencses wiU be rationed among oonntriee needing them. The 
I. M. F., however, can increase the supply of soaree ourrenoies by 
boiTowing or parchaee of gold. If even then th( se onrrmicdes are 
not enough, debtor oouatries must restrict their imports from ^ 
creditor countries. 

{viii} Member countries are required to fix piwitiee of their 
currencies with gold. An all-round uniform ohange in these parities 
oau be brought about by the consent of membm ooant«ies oontri- . 
bnting individoally more than 10 per cent of the aggregate quota. 
Such members are the U. 8. A., Great Britain and Russia. 

(ix) Apart from this, the member countries can alter exchange ^ 
valne of their onrrenoies by 10 per cent Another 10 per cent change * 
can be brought about by tbe consent of the Fund. Changes bejopd 
this can be brought about, with the consent of the Fund, only to 
correct a fundamental disequilibrium. 

(m) To prevent member countries from taking advantage of 
the Fimd and also building up gold reservee, the Fund may require 
a member who has increased its gold holdings at the end of the year 
to use one-half of such increase to purchase its own ourrenoy. 

(xt) The Fund is not to interfure in the internal economy of 
member countries to restore equilibrium in their balance of 
payments 

(xti) Members can withdraw from the Fund by a simple notice 
in writing. 

(ztsi) The Fund is managed by an Executive Board of twelve 
Directors on which India, Ohina, the U. S. A., Britain and France 
have a permanent seat each. Two seats go to the Latin American 
Bepnblios, while the other five are filled by election. 

These are then the main features of the Food. It is a compro¬ 
mise between the previous British and American plans. It gives 
great freedom of action to countries, and does not interfere with their ■■ 
internal economies. In fact it is a system of exchange stabilization 
funds evolved by individual countries daring the depression yearn 
carried to an international plane. Though gold is nn longer as im¬ 
portant in settlement of internatioual obligations as under gdld 
standard, that metal still plays an important role. The plan avoids 
its oonoeotration in a few countries as happened daring the inter- 
vmr period. 

24. India and the 1. M. F. Ideally speaking, no international 
monetary plan should be acceptable to India unless certain condi¬ 
tions are satisfied. These oondirions and the extent to which they 
are satisfied under the I. M. F. are given below 

(o) India should be free to ohange her link with the sterling 
and to ohan^ the ratio of her exchange according tn her own 
needs. Thel^nd does not impose any obligations on India to oontU 
one i^e stmling link India can fix her parity with gold. The Fund 
provides for a sympathetic oonsideratibn fm* dianges in exo^ge 
ra4es, 
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(6) After the w»r due to the |)raotioal diseppewaiw dfhw 
eterihig debt and prospective reduction of bar “ 

India will not need to have so much favourable brf^oe of traoe as 
in the past. The Fund should leave India free to balan^ her interna¬ 
tional account by reduoinu exports rather than 
imports. Since the Fund will not interfere in the Internal economy 
of the members this autonomy is also satisfied. 

(c) India should be free to use her fiscal policy in in^wt 
of tier own iodostrial development. In thi*? respect ftiso tne J? 

Will presumably recognize the autonomy of members. 

(d) India should have the benefit of the Fund to receive 

her sterling assets from Great Britain in a multilateral manner, law 
» m the weakest point in the scheme from the point of view of 
The plan makes no reference to war-time balances, feucn matt^i 
presumably, have been left to bilateral negotiations between the 


parties. 

(e) India should be given a permanent seat on the management 
of the Fund. This she has got now, though not provided in the 
scheme originally, because Bussia has kept out. 

The Brettcnwoods Conference also proposed an International 
Bank for Reconstruction and Development. Since a country 
must become a member of the I.M.F. in order to be a p 

the Bank, H is necessary to know what advantages the membership 
of the Bank will bring to the participants. 

India’s quota in the Fund is $ 400 million and in we (Maroh 
1948-*-*Harch 1949) she has borrowed no less than $ 92 million. Ims 
is a short-term finance and is used for current purposes, mwnly to 
meet deficit in the current balance of payments. . 

reputation of the most persistent operator on the Fund and m 
April 1949, she had exhausted its dollar purchasing authoraty with 
the I.M.F, 

A miBsion under Mr. H. H. Parsons, .ff 

Operations, visited India in March. 1949, to investigate the possibility 
of granting to Indfa further dollar purchasing authority. «is 
recognised that India’s heavy drawings have been the result ot 
exceptional oironaiBtanoes calling for heavy imports of foodstuns. 

25. Advantages of partidpating in the 
Orgwisntiona. There is more than one reason why India ahon 
participate in the new sohenaes in spite of their shortcomings : 

fil India needs large amounts of capital for ter <Jevelopment. 
This she can obtain through the facilities provided by me ^ • 

The Bank can at the same time help India m the repatriatira of he 
sterling assets. She can give these balances as ^ 

obtaining loans. “The machinery of the International B^k, 
In the words of Dr. Bao, "could be most useful for India for gettmg 
» part at any rate of her sterling telanoes 
immediate post-war period; and to this extent offset 
advautagca accruing to India by tb© exolqBton of war«*tiiiic 
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Stam the This iroald be possible “if ammgesients eoaM 

be Trinria with the United Kingdom for her to pay the amortigsation , 
amount due on loans that India can obtain from the Internationad 
Bank. TW Indda can get the capital she requires at once; and 
England will get enough time to liquidate her sterling balanoes, M 
the amortization period will extend over a period of at least'20 
years.”^ India has already got a seat on the Bxeoutire Board and 
it should keep it, even if Knssia decides to come in. 

India should also continue the membership of the I.M.F. 
first, beoaose she cannot be a member of the Bank without being. 
a member ol the Fuad. Secondly, because India’s balance of trade 
is likely to be unfavourable for some time to come due to peat*up 
ooasamer*s demand and necessity of capital imports for Industrial 
development. Membership of the Fuad will help hw in maintain' 
ing her balance of nayment. Thirdly, since other countries have 
joined these sohemes, India does not want to be isolated in the 
international field. She must play a part in shaping international 
decisions and this she cannot do if she keeps out of the schemes 
aiming at international co-operation, India has thus done well to 
join the schemes. 
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CHAPTER XXXI 
PUBLIC FINANCE 

^ I* Imputliiiiiea of Public Finauco. The nature of Indian 
inaneiaJ sj^stem affects to a very large extent the various aspects of 
liidfan economic life. Conditions of trade, industry and agriculture, 
jin so far as they depend on the support and guidance of the State, 
must need be influenced by the financial structure of the country. 
If the people are illiterate, it is only because the State cannot spare 
the amount of money which will be sufficient to remove illiteracy 
within a reasonably short period If the roads are bad and in¬ 
sufficient, hospitals Unequipped aud inadequate in number, if there 
are slums, if the mortality rate is high, it is all due to the fact that 
sufficient money is not forthcoming to accomplish these very desir¬ 
able objects. The system of public finance, therefore, has a bearing 
on economic Kfe which cannot possibly be over-estimated. 

Besides, public finance in modern times has assumed a new 
importance. It does not merely deal with the ways in which the 
State raises revenue and the directions in which it spends it. It has, 
on the other hand, a purpose behind it. It is us^ as an instru¬ 
ment to even out the uneven distribution of wealth in the com¬ 
munity* The object of imposing taxes is not merely to raise so 
much money but to raise it from certain sections of the community, 
generally the more prosperous ones ; and the public expenditure 
so deeigoed as to benefit the poor. These ulterior motives have 
imparted to the study of public finance a new interest and a new 
importance. 

2. Some Factors that Govern Pahlic Finance in India* We 
have just said that economic condition? of a country are governed 
by the system of public fiaaaca obtainiag there. But the reverse 
ctf it is equally true. The economic, social and political factors of a 
country too largely control and condition the financial system that 
prevails there. It is very much true in the case of India. The 
sources of Indian public revenues as well as the items of public 
expenditure in India are the outcome of our peculiar economic^ 
social and political conditions* 

The following are the chief factors that govern public finance 
in India 

(i) Predomim^iUy Sural Chatacier—laclation and Self-Suffl^kney 
of th6 Village As the villagers generally consume what is produced 
in their vicinity, it necessarfly r^triots the scope of internal excises 
only to a few articles, such as salt, sugar, matches, kerosene and 
aioobolic liquors, for which the villager depends on outside supply* 
V Thi scattered and isolated character of Indian villages requires 
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bBalth, oomaKoaioations aod trjiriiapottatioa ia to be maiatained. 

’<i() Dependtnct o» Agrkuliare. About t«ro»thMda of the 
people depend on agrioaltnre. When a large maaa of the people 
puraue one ooonpatlon, they will naturally loom large in the system 
of taxation. This explains why every agrionltorist oontrlbntes to 
pnblio revenues in todia, whereas moat of the uon^agrionltarieta go 
soot £pee. 

This exoluaive relianoe on agrienlture affects public finance in 
other ways. Agrioultura depends on rain which is not always ^ 
timely, adequate or evenly distributed. More than four-fifths of 
the total cultivated area depends on uncertain rmnfall. Uncertain 
obaraoter of the Indian monsoons is a serious and disturbii^ factor in 
budgetary oaioulations. That is why Indian budget has l^en des< 
orib^ aa a ^'gamble in the moneoon<^*, amd, as the Indian Statutory 
Commission remark : “its arrival continues to be a subject of deep 
concern, not only to the oultivator and admistrator, but to the 
Finance Member.” Failure of rains causes land revenue to shrink 
through remissions and suspensions, and necessitates expenditure on 
famine relief and taecapi loans. This is the effect on the provincial 
finance. Bnt the finances of the Central Qovernmont also do not 
escape the injury. L'he diminished purchasing power must affect 
imports, general trade activity and earnings of railways. Hanoe 
customs, income-tax and railway earnings all have a tendency to 
shrink. Predominance of agriculture also explains why inoome>tax 
in India does not occupy as important a position in the tax system 
as it does in other industrial countries. With us land revenue is 
more important, whereas it is of minor importance elsewhere. 

(hi) Poverty. The poverty ol Indian masses explains the low 
taxable capacity and the low yield of our taxes. It limits the scope 
of further taxation. Onr public expenditure on pnblio health, 
education and other beneficent activities, or “nation-baildiag” 
activities, as they are asnally called, is extremsly low. This is dne 
to the poverty of the tax-payers and the extremely limited resouroes 
of the State. 

{w) ImquaUHea in the WeaJih ani TazUion. There are great 
dispi^ties in the diatribation of wealth ; and thwe are as grawe 
ineqnalitieB in the diatribation of taxation. 

(t>) TraHHotis qf Cenlrdlizei Adrmnietrai\on, India has long 
traditions of centralized rale and Indians have always looked on .to 
Govern'Tient to do so many things for them. There is, therefore, in 
India an argent need for expansion and increase of pnblio expendi^ 
tore. Further, as the oentralizatioa led to the decay of the auto* 
nomouB viUage panohayats, local finance was relegated to tfce 
background. In India, as compared with other advanced countries, 
local finance oconpieB an insignificant position, and it ia entirely 
1^ the tneioy of &mnoial support from the provincial Govnrnmfint, 
Total income in 1927>2& of all the rural bcMUcds of Brlt^ India, 
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together, amoutited to bsa thAO £4 zniUioii as oompared 
wi%h £27 millioo ooU^oted in the same yeM in the rural areas of 
Sugland and Wales from a population not much more than 
a*thirui0th of that of British India. Looa) rates of aU kinds, rural 
or urbaui produoad in 1927^2:$ in British India were about £12| 
million, which is only a little more than the income from rates in 
that year of the London County Council alone.^ 

(si) Pidiiical Status, The level of military expenditure, the 
scale of salaries and the nature of public debt are outcome of 
our coustitutional position. 

Thus the system of public finance in India ia determined by 
our predommaniily rural character, isolated villagesi dependence 
on agriculture with precarious raiafall, poverty and the low 
standard of living of the masses, inequalities of wealth distribution, 
traditions of oent^ized administration and, above all, our constitu¬ 
tional position. 

3. History of Fiaancia! Decentralization. For the proper 
understanding of the Indian system of public finance, It will be 
necessary to trace the history of fiuanoial devolution, and see how 
the Central and provincial fioanoas were gradually evolred* 

Up to 1833, each proviaoa was fiaanoially indepBaleut, raising 
its own revenue and spending it in the manuer it liked. To use 
J>r. Ambedkar^s words, “The several ppovinoea were like separate 
docks, each with its mainspfing in itself.’^^ 

But the Charter Act of 1833 made a radical change in this 
position. It laid the fouadation of legislative centralization and 
together with it came the fiaanoial centralization. All the revenues 
came to be vested in the Govornor-Qeneral-in-^Oounoil and the 
provinces became merely oolieoting and spending agencies. The 
provinces had no interest in developing revenues, nor any induce* 
ment for effecting economies. They pitched the demand m high 
as possible, because they had “a purse to draw upon of unlimited, 
because of unknown, depth.’’ To use Straohey’s words, ^‘The 
distribution of the public inooma degeaerated into something like 
a soramble in which the most violent had the advantage with very 
little attention to reason; as local eoanpmy brought no looal 
advantage, the stimulus to avoid waste was reduced to a minimum, 
and as no looal growth of income led to looal means of improvement, 
the interest in developing the public revenues was also brought 
down to the lowest level.” 

Financial deoantralisation seemed to be the only remedy. Lord 
Mayo, in 1871, transferred certain departments, looal in oharaoter, 
to the provinces. In addition to the departmental receipts from 
these departments, the provinces were given fixed lump sum grants 
to enable them to administer thmie departments. 

1, See lodtaa Statutory Commission Report, 1940, Vol. I, p. SSS. 

2. Ambedkar, B. B.—JSvolubion of Frovinoial Finance in British India, 

less, p. 7. 
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' The next step was taken by Lord Lytton*8 GoTeniment in 
18T7 when prorinoes were made responsible for expenditure of 
some more departments. Besides the fixed annual grants, the 
provinces were assigned some sources of revenue. 

In 1882, in the Tioeroyalty of I^rd Ripon, a system, called "the 
divided beads of revenues,*’ was introduced. The defect of the 
previous settlements lay in the annual grant by the Central 
Government. Every year it proved to be a bone of contention. 
In 1882, therefore, these annual fixed grants were abolished and 
instead the provinces were assigned exclusively certain heads of 
revenne and a share In some others. 

In order to impart greater stability to the finances, the settle* 
ment was made subject to revision after every five years. These quin¬ 
quennial revisions were made in 1887, 1892, and 1897 invovling no 
change of principle but only some minor adjustments. In 1904 these 
settlemeute were made quasi-permanent by Lord Curzon to avoid 
any element of uncertainty even after five years. 

Lord Hardinge’s Government made them parmanent in 1912. 
This system continued till the reforms of 1919 made another radical 
change. 

4. Financial Ariargenents under the Fefcims Act of 1919. 
The Reforms Act of 1919 rut the financial relation between the 
Central Government and the provincial Governments on an 
entirely new basis. The divided heads of revenne were abolished 
and a olear-cut separation was effected between the resources of the 
Central Government and those of the provincial Governments. 
Also the provinces were granted borrowing and taxing powers. 

The Mefttm 4tmr<2. This distribution of resonroes between the 
Centre and the provinces oreated a deficit of about Rs. 9 orores to 
the Centre and gave a surplus of about Rs. 18 orores to the 
provinces. Provincial contributions were necessary to make up this 
deficit till the growth of Central resources made the deficit disappear. 
A committee presided over by Lord Me'^ton was appointed to 
determine the contributions payable by the provinces, and the 
decision given by the Committee has come to be called the Meston 
Award or the Meston Settlement. In giving the award the 
committee took care to see that every province had a reasonable 
working surplus and that no province should be under the necessity of 
embarking on a big tax programme. The Committee recommended 
initial, intermediate and standard contributions. The initial 
contributions were based on the immediate finansial situation in a 
province, whereas the standard contribution was based on the 
consideration as to what it can, and ought to, pay in the long run, 

5. Critidsm of the Financial Arrangements under tlui 
Reforms of 1919. The Meston Settlement met with strong criticism, 
each province having an objection of its own. Some provinces, 
like the Punjab, the 17. P. and Madras, protested against larger 
QOQtributiQQs, while Bombay and Bengal oomplainod against their 
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being depriTed of their highly prodnotiTe sonre© of iwenne, viz., 
lBeome4aa:« The following are the main obieotiom to this 
eoheme:— 

(f) Wronff Allocation* The allocation of resources between 
the Centre and the provinces ignored their relative requirements. 
The functions of the Central Government are more or le^s stationary. 
The expenditure of the Central Government, therefore, is not likely 
to increase, but the Central Government has expanding sources of 
revenue, like income-tax and customs. Provinces, on the Other 
hand, are charged with beneficent functions or the ‘‘ nation-build- 
ing*' departments. Their present expenditure on such services is 
not even a fraction of what it ought to be. There is a persistent 
demand for the expansion of these services, hence the provincial 
expenditure on them must increase by leaps and bounds* But the 
provincial resources are inelastic. Land revenue is already oppres¬ 
sive in the case of the majority of the small cultivators ; excise 
revenue can on^y increase if people take to drinking on a large scale, 
whereas the provinces aim at prohibition ; Stamp fee is a tax on 
justice ; Forests require liberal initial expenditure. Thus the scheme 
Is defective because it combines growing expenditure with diminish* 
ing revenue in the provinces and expanding revenues and stationary 
expenditure in the Centre. 

(ii) InUf-^prcvinciai Ineqmliiies Accentuated. Another defect 
is that some provinces feel that they have not been fairly dealt with 
and that the existing inequalities have been farther aggravated. 
The highly industrialized provinces, like Bombay and Bengal, suf¬ 
fered, for their only productive source, i. 6., income-tax, was taken 
away, while the agricultural provinces, like the Punjab, gained 
because they got land revenue which is tfie only important source 
for them. 

(in) Dupariiy between Different OlaeeeB of the Community. The 
scheme also resulted in a very unequal contribution to the revenues 
by the different classes of the people considering the benefits rooeiv- 
ed. The provincial exchequer is largely fed by the agriculturists- 
The industrial and commercial classes, on the other hand, who live 
in urban areas and corsiderably benefit from the activities of the 
provincial Governments, contribute to the Central Exchequer. 
This created an odd situation in the provinces and embittered the 
relations between the agrioulturistB and non-agriculturists. 

{iv) Lastly, it may be mentioned that a clear-cut division of 
revenues is impracticable and is to be met with nowhere in the 
world. It is a federal solution applied to a non-federal State. 
Even in federations, this theoretical principle is respected more in the 
breach than in the observance. In the 0. 8. A., Australia and 
Other federations the tendency is towards integ ration and not 
separation. The Federal Governments have come to play a role in 
modern times that was not at all anticipated in the beginning. 
Their activities of guiding, co-ordinating and goading the provincial 
Governments are daily expanding# More calls are being made on 
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tbeir servioes, with the inevitable result of augmenting their financial 
powers. A complete separation of resources could not prove satis* 
factory in India. 

6* Financia! Develcpmexits since the Reforms. India found 
herself in financial difficulties after World War L The cost of re¬ 
construction after the war, currency and exchange instability* 
fluctuation in prices impeding commercial development and* atwjve 
all, the high scale of salaries—all combined to create deficits in the 
provincial budgets. The Central finances fared no better* Both the 
Central and the provincial Governments had to straggle to restore 
the financial equiUbrium by drastic eoonooiv and additional taxa¬ 
tion. Protests from the provincial Governments against the Meston 
Settlement kept pouring in.^ The improvement in Central finances 
after 1923 led to gradual reduction in the provincial contributions 
and to their final extinction in 1928*29 after having been temporarily 
suspended in 1927-28. 

Bnt the abohtion of provincial contributions only accentuated 
the already glaring inter provincial disparities. The contributions 
had at least the effect of toning down iriequaHties by making the 
agricultural provinces pay more ; and, therefore, when they were 
abolished, the discontent of the industrial provinces, like Bombay 
and Bengal, became all the more deeper. 

7. Allocation of Revenues under the 1935 Conslitulion* A 

series of financial inquiries preceding the passing of the Act of 
1935 resulted in the following allocation of revenues between the 
Centre and the provinces :— 

(A) Federal Resources. Customs, Income-tax (other than on 
agricultural income), Corporarion tax. Salt, Railways, Excise duty 
on tobacco and oth^^r goods manufactured in India (except alcoholic 
liquor and other narcotic druvs and medicinal and toilet preparations 
containing these things), Currency and Coinage, Posts and Telegraphs, 
Telephone, Wirelefs and Broadcasting, Property tax (except onagri* 
culturalland), Succession duty (except oa agricultural land) Stamp 
Unties on negotiable instruments like cheques, bills of exchange, etc., 
letters of credit, insurance policies, proxies, etc, terminal taxes on 
goods and passengers carried by rail, taxes on fares and freights on 
the railways* All ir oorne from the railways will be received by the 
Federal Railway authority, and surplus profit will be shared with 
the Federal Government on a basis to be decided by the Federal 
Government. Till then the existing scheme will continue. 

(B) Provincml Resources. Land Revenue, Irrigation, Excise 
duties (on alcoholic liquor, opium and other narcotics and drugs* 
medicinal and toilet preparations containing alcoholic liquor), taxes 
on agricultural incomes; taxes on land, buildings, etc.; Succeaatcm 
duties on agriouhural land ; Capitation tax ; taxes on mineral rights; 
taxes on trades, professions, callings and employment; taxes on 
animals and beasts | cesses on goods entering a local area for sal© or 
consumption ; taxes on advertisements and sales of goods ; taxes on 

L Muddimaa ComoaHtwe Report, para 53. .. ^ ^ 
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hixuriefi, amusements, entertainments, gambling and betting, 
stamps, registration ; taxes on goods and passengers carried on 
inland waterways; tolls ; and fees for services rendered* 

The following taxes, however, are levied and collected by the 
Federation but are assigned to the provinces :— 

(i) Sttcoession Duty on property other than agricultural land ; 
(it) Stamp Duty on cheques, bills, etc. ; {Hi) Terminal taxes on 
goc^s and passengers; (iv) Taxes on freights and fares. 

The proceeds of the following taxes are shared between the 
Federation and the provincses 

(i) Income tax (other than on agricultural income); (n) Salt 
tax; (Ui) Excise duty on tobacco and other goods manufactured 
in India except those in the provincial Hat; (iv) Export duty with 
a special reference to jute export duty. But the Federal authority 
may not give away any share till its own financial position allows it* 

8* Niemeyef RepcMrl. It was decided to investigate the matter 
again, on the eve of the introduction of Provincial Autonomy, to 
see what financial adjustments were found necessary for the success 
of the new constitutional experiments. Sir Otto Niemeyer was 
appointed in 1935 to conduct this inquiry. The chief problem was 
the sharing of income-tax. It has already been pointed out that 
industrial provinces like Bombay and Bengal bad never reconciled 
themselves to income-tax being appropriated by the Central 
Government. 

The solution that Sir Otto Niemeyer suggested was no doctri¬ 
naire solution conforming to any ideal theory of public finance or 
based on absoluta fiscal justice. He took a realistic view of the 
matter and gave a solution that, in the existing ciroumstanoos, it 
was the best possible. 

In making his.recommendations be steadily kept two principles 
in view ; — 

(1) That the financial stability and credit of the Central 
Government are of primary importaDce and in no case should the 
financial position of the Centre be undermined or jeopardized and 
subject to this— 

(2) he wished to recommend such financial aid to the nrovinoes 
that they may be adequately equipped at the start of the Provincial 
Autonomy, and that they should have a rei^sonable working surplus. 
He did not consider it his business to do justice between ptovi^® 
and province or redress provincial inequalities in anv ^ manner. His 
sole aim was to do away with the chronic deficits in 
provinces and ** to put the tottering provinces on their legs. This 
he tried to achieve through cash subventions, subsidies and rwuO' 
tion or canosllation of debts owing by the provinces and by 

a share of income-tax and jute export duty. He recoomend^ 
annual cash subventions to the U.P*, Assam, Orissa, the N •W. ^ 
and Sind, and non-recurring grants to Orissa and Sind. 
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The chief reoommeadsticm related to the difitribution of the 
iBCome^'tax. Oot of an e&timated yield of the mooma*tax 
amouaticg to about Es. 12 ororea, the provinces were to get finally 
50 per cent.» t, e., Es. 6 orores. But for the firat five yeara^ 
the provinces would get nothing ; then from the sixth year of 
Provincial Autonomy, the provinces would get their full share 
by six equal steps. It was also provided that the Centre would 
not relinquish any share of income*tax so long as the distribu* 
table sum remaining with it together with any contribution 
from the railways was less than Rs« 13 orores. In other words, the 
assignment of income-tax was made contingent on railway contribu¬ 
tions. The total provincial share (i.e., 50 per cent of the total income- 
tax) was distributed among the provinces not on any set principle 
of origin, residence, population, etc., but mainly on the considera¬ 
tion of financial needs of a province. For example Bombay 
and Bengal got 20 per cent each, whereas the Punjab got only 
8 per cent. 

The entire net debt of Bengal, Bihari Assam, the N.^V, F, P. 
and Orissa was cancelled and in case of the C.P. deficit debt 
before 1936 and other debts before 1921 were cancelled. 

Another important recommendation related to the raising of the 
share of the jute export duty by 12J percent., so that the jute- 
growing provinces would get 62| per cent, instead of 50 per cent, 
as their share out of the jute export duty. 

Sir Otto was called upon to reconcile many oonliicting claims 
and it is not surprising that he did not satisfy all interests. Fhosa 
who did not get any cash subvention naturally complainei that 
their claim had been ignored and those who got it said they did 
not get enough. The award was attacked as unjust and 
arbitrary. But there are grounds to believe that the provinces 
were not so dissatisfied as they seemed. They were protesting a 
little too much. The Niemeyer Award may, on the whole, be 
considered satisfactory* 

The conditions created by the war led to an amendment in 
February, 1940, of the Niemeyer formula about income-tax assign, 
ments. The Central share for three years 1939—42 was fixed at 
Ba. 4| erores based on the average of the preceding three years. Under 
the old formula, the provinces would have derived the benefit of 
larger railway earnings and larger income-tax yield, both of which 
are the outcome of war conditions. As the Central Government 
had to bear the brunt of the war, it was only fair that the benefit 
should go largely to the Centre. But it has been estimated that 
the provinces were not losers under the new arrangement. 

The Barker Committee recommended in 1948 that the 
provincial share in fche net proceeds of income-tax should 
be inoreaied from 60 to 60% and that a similar share should 
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be paid to the proviuces i« the net prooeeds of corporation 
tax and taxes on Federal emolutr exits. They also suggested 
that greater importance should be attached to tjh© source of oolleo^ 
tion as a basis of distribution. The ijrafting Committee* however, 
rejected these recommendations and suggested that the provincial 
share should be determined by Orderdn-Counoil or an Act of the 
legislature according to the prevailing conditions. 

9. Federal Finance. India was being prepared for a Federat¬ 
ion, and the fiscal arrangements in the 1936 Constitution were 
made on federal lines Both the Centre and the provinces had been 
given a measure of budgetary independence; financial powers had 
been separately assigned and the resources wore definitely 
demarcated. 

There are certain well recognized requisites of federal finance. 
In the first place, the arrangements must ensure administrative 
economy. The possibility of evasion and fraud must be eliminated, 
and the cost of assessment and coileotion must be reduced to the 
minimum. Therefore, some taxes must be levied and collected by 
Federation, even though their proceeds are to go to the units. 
From this point of view, customs, corporation tax and property tax 
and certain excises must be Centralized. Secondly, the fiscal 
arrangements must provide adequate funds to each umt not only 
ior immediate needs, but for future development Thirdly, each 
province must be autonomous in its own sphere. The distribution 
of administrative functions and the assignment of resources must 
harmonize and coincide, so that not only t^hould the res^ources 
be adequate tut, also, they should, administratively, tall naturally 
in their respectife spheres. Only thus will an interference of the 
one into the sphere of the other, and a dependence of one on the 
other, be obviated ; otherwise, autonomy will be a myth and 
federation a misnomer. 

To fulfil these essentials of federal finance difi'erent proposals 
for allocation of lesoiircts between the Federation and the Federat¬ 
ing units have been put forward. Prof. Saligman has suggested 
the following five methods 

(t) Complete separation of resources ; (ii) assessment by the 
provinces and surcharges by the Federation; (in) assessment by 
the 1 entre and additions by the States; (tv) division of yields; 
and (v) subventions from the Federal Government. 

The ideal solution is a complete separation ; f ut it is seldom 
that the resourtes so alkcated will yield precisely the amounts 
needed by the respective governmental units. A clear-cut division 
is, therefore, not to be found anywhere. There has to be a com* 
promise, and tb© Indian arrangements do represent a compromise 
between several principles suggested. 

Again, in theory, it is best to assign direct taxes to the units 
and indirect taxes to the Federation. But recent experience shows 
a divergence between theory and practice, as the Federations had 

1. 8ee Vakil and Faiilr«rl?iijaiiC6 iSder ProvinciarAutonomy. 
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to oesame moro and more functions, resort to direct taxes beoame 
nnairoldable. In the U S.A. the Federal Government got the 
income-tax in 1913, and in Australia, too, the Federal Government 
gets 60 per cent, out of income-tax. Integration ratjber than 
separation seems to be the rule. It ensures uniformity and 
efficiency. 

The general practice is to have three lists : (1) Exclusively 
Federal, (2) Exclusively Provincial, and (3) Concurrent Sub¬ 
ventions or subsidies from the Federation are also a general 
feature of Federal finance and for this there are several reasons. 
The provincial functions, being concerned with the promotion of 
public welfare, require increasingly large funds. Central subven¬ 
tions are also necessary to balance provincial inequalities and as 
a means to transfer funds from rich to the poor areas as well 
as to ensure minimum standaids of service. 

The difficult and perplexing problem of federal finance has 
been exercising the mind ot financial experts io India since the 
Montford Reforms. Sir Walter JUayton, the Fmanoial Adviser to 
the Simon Commission, came to the crmchision that the ravenue 
resources of India did not admit of clear-out division between the 
Centre and the provinces. He was in favour of creating a tax 
pool out of which provinces could be i^ssisted according to their 
need. The present financial picture conforms to the view express¬ 
ed by Sir Walter Layton. 

The Draft Constitution of India practically accepts the 
allocation laid down m the 1935 Act. The Expert Committee presided 
over by Mr. N. R. Barker recommended the continuance o fthe 
existing distribution in v'ew of the prevailing unstable conditions. 
The present allocation is to continue for five years from tha 
commencement of the Constitution when the whole problem 
will be reviewed by a Finance Commission. 

The shape of public finance in India will largely depend on 
whether the Centre or the provinces undertake the reeponsici ity 
for nation-building or developmental expenditure. The situation at 
present is that the provincial revenues are utterly inadequate to 
maintain social services on anything like modern standards, and 
the Centr'il Government, too, seems to be living from band to 
mouth, and has no large surplus out of which to help the provinces. 
There is a strong sentiment in favour of provincial autonomy, 
bui> unless it is backed by the development in provioc al revenues, 
the Centre must continue to dominate. The present expedient of 
divided beads and distribution among provinces according to a 
number of eriteria, e. , population, origin or need, must continue. 

The Central Government in India, like other Federal Govern¬ 
ments, must play an important role in initiating, guiding and 
co-ordinating schemes of socjal amelioration. We must bid go^-bye 
to the ideas of dwindling and static functions of the Central 
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OoTemmeEt aiid mutual e^olusiyeneas of the Centre and the 
proTinoee, For an effective utilization of our resouroes, it will, 
therefore* be necessary to have an inter-Provincial Finance Council 
for oonsidtation and co*ordination 

Although the Indian financial system wears a thin veil of 
federal finance* yet the Centre in India always has had powers 
of direction to ensure uniformity. And this i$ as it ought to be 
India is face to face with stupendous economic problems for 
the solution of which co-ordinated efforts on the part of the Centre 
and the units are absolutely essential. Recently (May, 1949) 
protests have been entered against unco-ordinated provincial finance 
creating chaos and a jungle of conflicting financial policies. The 
Indian Federation of Chambers of Commerce and Industry has 
submitted a memorandum to this effect to the Government of India 
It is pointed out that the imposition of multiple taxes by the 
provinces is bound serioualy to impede the development of trade 
and industry, and will prove injurious to Indian economy as a whole. 
The provinces have thrown away excise revenue, have drawn on 
reserves recklessly and have taxed trade and industry indiscriminately 
so as to obstruct the free flow of trade. The sales tax baa been the 
greatest culprit. Pakistan has centralised sales tax. This is a 
wise step and India should follow suit. 

Two things are necessary : provincial needs for additional 
revenue must be fulfilled and uniformity in the Central financial 
field must be preserved. It is therefore very essential to evolve 
a co-ordinated policy on taxation, expenditure and borrowing 
through consultation and, if necessary^ through legislation* 



CHAPTER XXXII 

CENTRAL FINANCE 

1. Introduction, la the lost chapter we stadied the factms 
which have indaenoed the Indian financial system, and we traced 
the development of the relations between the Central and provincial 
finance. The present chapter will be devoted to the study of Central 
finance. The principal heads of the revenue of the Qoveriunent of India 
are Customs, Central Excise, Corporation Tax, Inoome>tax, Salt 
and Opium. Other sources of revenue are Railways, Irrigation, 
Posts and Telegraphs, Debt Services, Civil Administration, Currency 
and Mint, Civil Works and Miscellaneona pnblio improvements. 
Defence Services, Tributes from Indian States, etc. 

Now a word about ewh of the principal beads of revenue. 

2. Customs. Customs duties include both import duties and 
export duties. Before the Mutiny the import duty was below 
5 per cent., and on account of the financid stringency following 
the Mutiny, it had to be raised to 10 per cent. But on the agitation 
ot the interested industriaHsts in England and the preaching of 
free-traders, the duty was first reduced in 1875 to 5 per cent, and 
abolished in 1882 altogether. 

The exchange difficulties of the Government of India compelled 
them to reimpose 6 per cent, import duty in 1891. This evoked a 
storm of protest from Lancashire, and to propitiate Lancashire 
mannfaoturers 6 per cent, excise duty was levied on yarn of 20 
counts and above. As this would not give them satisfaction, import 
duty on cotton pieoegoods was reduced to 3| per cent., «ad a 
similar excise duty on cotton pieoegoods made in India was also 
levied. This was considered to be an abuse of politioal power, and 
was justly made a subject of strong criticism by the Indian leaders. 
Benefit to Manchester was doubtful; but injury to the growing 
textile industry of India was certain. TTie coarse Indian pieoegoods 
could possibly not compete with finer Manobester cloth. The 
excise duty was, therefore, uncalled for. Farther, it benefited the 
richer classes naing finer cloth and injured the poor masses who 
used coarse Indian cloth. 

The import duties had to be raised later from time to time 
aooording to financial exigencies. Bat the cotton excise duty 
remained 3| per cent, till it was abolished in 1926 on the reoom- * 
mendation of the Legislative Assembly. The import tariff was 
reoast completely during the war (1914-K) and was changed into a 
protective tariff in 1924, when a policy of discriminating protection 
was adopted. The customs duties have been the mainstay of the 
Government and have come to their rescue whenever there was 
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finanola! stringeocy, e, y., in the early ’thirties. For 1949-60 the 
yield ofonatoms was put at about Rs, 107*25 orores. 

The Ottawa Trade Apeement of 1932 and Indo-lBritish Trade 
Agreement of 1939 introduced the principal of Imperial 
Preference. 

The only export duties have been on hides and skins and jute. 
In 1948*49 export duty was levied on oil seeds and vegetable oils. 
But it was abolished in the 1949 50 budget* However, new export 
duty on cigars and cigarettes was levied in 1949-60. 

Customs offend against the oauou of equity, for they press 
more heavily on the poor than on the rich. This view is supported 
by the analysis civen by the Indian Taxation Enquiry Committee 
in 1925. According to a memorandum issued by the Office of 
Economic Adviser to the Government of India, the ^‘weight of 
import duties presses most heavily on goods of general consumption, 
less severely on luxury goods and least on capital goods and 
raw materials.”^ 

As India becomes industrialized less reliance will have to be 
placed OB customs duties as a substantial source of revenue and a 
greater reliance will have to be placed on excise duties. 

To fight inflation certain changes were made in the tariff by 
an Ordinance issued in November, 1^8, by which duties on certain 
luxury articles were raised. This process was continued in the 
budget for 1949-50. Accordingly a surcharge was levied on liquor 
equivalent to the basic duty, and the surcharge on fabrics containing 
silk, art silk, woollens and their mixtures and cotton knitted 
apparel was raised from one-fifth to one-tenth, and the surcharge 
on artificial silk yarn and thread, earthenware and china was 
doubled ; the duty on paper, stationery articles, glass and glass¬ 
ware, cutlery, metal furniture, photographic appliances, clocks and 
watches was raised. The import duty on motor spirit was also 
raised from 12 as. to 15 as. per gallon. 

3. Income-Tax* -^Income-tax was first introduced in 
1860 to meet the financial embarrassment caused by the Mutiny, 
Changes were made from time to time to suit the financial require¬ 
ments of the year ; bat important changes were made first in 
1903 when the minimum taxable income was raised from Rs 500 to 
R$. 2,000, in 1918 when scales of rates were revised, and the princi¬ 
ple of progression was applied. In 1931 the minimum exemption 
’ limit was lowered to Rs. 1,000, and surcharges on income-tax and 
supertax were levied, and super* tax was introduced. The 
minimum exemption limit of Be, 2,000 was restored in 1935 which was 
raised to Rs. 3,000 id 1948 The surcharges were abolished in 1939 
and reimpoaed since 1940-41. 

In 1935, the Government of India appointed a committee to 
conduct an exhaustive inquiry into the Indian income-tax system. 
As a result of these recommendations an important measure was 

1, JatliMr and Bari—Indian Eoonoxiiics, Vol. II, 1941, p. 516, 
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passidiQ 193d. 3PA« IncomtmTax Act of 1939 introdaoed several 
oeeeasary reforms. It substitated what is called the *Mlab** 
in plane of thB vreniouB **step** system. According to the previous 
system, the whole inoolie was assessed at the same rate ; but 
under the new system, the income is divided into bits and each 
successive slice is taxed at a higher rate. This system is caloulalcd 
to inetease the yield of income-tax, mulct the wealthy minority 
more and ajBFord relief to the poor tax-paj^r. The Indian income- 
tax is now more equitable. BeaWes, the Act contains provisions 
designed to stop all loopholes^ and make evasion of the Income-Tax 
Law difficult. It makes it obligatory on all persons earning more 
than Be 2,000 to submit returns of their income. The failure to 
ask for the form and send in the return makes them liable to a 
penalty. The Act also makes the aggregate of the income of 
husband and wife taxable. The whole procedure was made up to 
date and efficient. The Act undoubtedly makes a great improve¬ 
ment in our income-tax system. The Indian income-tax rates are 
low as compared with those charged in Europe. 

A very important improvement in the income-tax was made in 
1946-46 budget, ws., a distinction wets made between earned and 
unearned incomes. Belief to the extent of one-hfth of the income, 
subject to a maximum of Bs 4,000, is given in the case of ^earned* 
incomes. It is only fair that a person who has actually to work 
to Cam his income should be treated more leniently than the idle 
rich whose holdings in joint stock companies, land or bank accounts 
automatically bring in a stream of income without his having to 
raise his little finger. 

There are still two defects in our income-tax. First, our system 
does not take into consideration the number of dependents. The 
unit is not the individual but the family. Equity demands that 
of two men having the same income, the man with the larger family 
should be called upon to pay less. Such abatements or family 
allowances are given in England. It is pointed out that in 
India the family being a universal phenomenon, almost everybody 
will have to be given an abatement. This will involve adminis* 
trative difficulties, and add to the cost of the administration of 
income-tax. Secondly, agricultural inoornea. however big, are 
still exempt from inoome-tax in many provinces. This is a great 
lacuna m our system. Both these reforms are very necessary. 

During World War 11, Excess Profits Tax at the rate of 
60% above a taxable minimum of Rs. 30, 00 was levied on extra 
profits made during the war. It was later raised to 66|%. A 
surcharge on income-tax was also levied first at the rate of 26% and 
later raised to 33|%. The H.P.T. was abolished on Slst March, 
1946. However, Business Profits Tax was introduced in 1947-48 
budget. The business Community protested against it on the 
ground that it would diminish incentive for investment and impede 
industrial reconstruction This tax, however, forms a part of the 
revenue system of the U.K. 
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Next to ooatoms, ioeome-tax is the most important source of 
revenue for the Central Government and it was estimated to yield 
about Us. 113*19 crores in 1949 50. 

jRufes of Income-Tax for 1948-49 : (aj In the ease of every 
individual Hindu undivided family, unregistered firm and other 
assooiation of persons when the total income exceeds Rs* 3,000, the 
basic rates are as under 

(la the rupee) 

Hb As Fe. 

On the dmt Ks. 1*600 of total inoome ... Nil 
Ou the next Rs 3,500 „ 0 10 

„ „ 5,000 *. 0 2 (k 

, ** 6,000 „ ^ 0 3 0 

On the b ^Idnce of the tatal income ... 0 5 0 

(b) In the ease of every company and registered firm whatever 
the income rate is 2 as. 6 ps. in the rupee. 

• Rate of Super-Tax 

(a) In the case of every individual, Hindu undivided family, 
unregistered firm and other associations of persons— 

Ktite 

(In tho rupee) 

Rb, As Ps* 


O'* *he first Rs. 36,000 of total income ... Nil 

On tho next Rs, 16,000 „ ... 0 2 0 

„ „ 16,000 ,* ... 0 3 0 

„ „ 16,000 „ ... 0 6 0 

„ „ 16 000 ,* ... 0 6 0 

„ „ 16,000 „ ... 0 6 0 

„ ,* 16,000 ,* ... 0 7 0 

,. 1 , 00,000 ... 0 9 0 

„ ,, 1 , 00,000 „ ... 0 10 0 

On the balance of total income ... 0 10 6 


(b) In the case of companies 1 a. 6ps. in the rupee on the total 
income. 

For 1949-60 it is proposed to give some relief to income-tax 
payers in the lowest and medium income groups. The tax ou 
incomes np to Rs. 10,000 has been reduced by a quarter of an *nna. 
in the second slab. 

4. Taxation of Agricultural Incomes. The greatest gap in 
onr tax system is the continued exemption of agricultural income- 
tax. The case for subjecting agricultural inoomes to a tax is so 
convincing that it is really surprising why they still enjoy this 
immunity. “On grounds of equity,” remark the Indian Taxation 
Enquiry Committee, “there is no reason why the surplus of the 
larger landholder should be exempt.”^ 

Reference to history does not support claim for this exemp¬ 
tion, because agricultural incomes were liabm to income-tax between 
1860 and 1873 with a short gap of four years. The argument that 
the agrioaltnrists pay land revenne in lien of income-tax and that 
if they had to pay the income-tax too, it will amoont to doable 
taxation, is als o not oonvinq ing. The land r evenu e demand is fixed 
1. Indian Taxation Enquiry Committee Report, Iget-SS, p. 228. 





CENTRAL FINANCE 


B55 


liermaiieBtly ici the ea$e of some and for a long period in the case of 
others; it is not graduated and does not at all respond to the varia¬ 
tions in the value of the agricultural produce. Therefore, there is 
no ground whatsoever f^r the oontinu^ exemption of agricultural 
income from taxation. 

The taxation of agricultural income will strengthen the finances ; 
it will rectify to some exent the regressive character of our taxa¬ 
tion ; and it will equalise the burden of taxation between the agri¬ 
culturists and non^agriculturists on the one band and the landlord 
and the cultivator on the other. It will tax the non-agricultural 
income of a landholder at a higher rate. It will also, inoidentally, 
put a stop to the tendency of investing the savings in land to escape 
taxation. Now that, on account of the War, the value of the pro¬ 
duce of land has increased enormously, the tax-gatherer must claim 
his share out of the enhanced agricultural profits. 

The assessment of agricultural profits is no doubt difficult, bqt 
the difficulty is not peculiar to India. We have got a very elabo. 
rate organization for keeping land records and for the administra¬ 
tion and collection of land revenue. We should, therefore, 
have much less administrative difficulty in the matter. So far only 
vested interests have stood in the way. Even a very moderate 
proposal of the Government of India in 1918 to take agricultural 
income into account for determining the rate for their income-tax 
was turned down, though the Government of India was prepared 
to face the new administrative difficulty. One would wish the more 
sound and fairer sense had prevailed in the Indian legislatures 
where the land-owning interests predominate. Let us hope ttiat 
our new legislators will rise to the occasion. Already in Assam, 
Madras, West Bengal, the U. P., and Bihar and Orissa agrioultnral 
incomes have been taxed. East Punjab is also contemplating 
to introduce agricultural income tax. 

5* Central Excise Duties. The Government of India impose 
duties on steel ingots, motor spirit and kerosene. But the most 
important of the excise duties were imposed in 1934, viz,, on sugar 
and matches. 

The excise duty on sugar was levied at the rate of 13 as, per owt. 
on hhandijari sugar, and Rs. 1-5 per cwt. on other sugar. These 
rates were raised to Rs. 1-5 and Rs. 2, respectively, in 1937. in 
1940, as a war measure, the duty on sugar, other than khandsari, 
was raised from Rs. 2 per owt. to Rs. 3. The measure was naturally 
criticized by the sugar interests as nullifying protection granted to 
the sugar industry only two years before, and it was said that it 
would impede the fuller development of the sugar industry. The 
Government’s case was that the gap caused by the loss of revenue 
on the imports of sugar on account of protection had to be filled 
up, and that the duty would check the hasty and unhealthy growth 
of the industry. 

On matches the excise duty was levied at the rate of Re, I per 
gross of boxes or booklets containing an average of less than 40 sticks 
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Bs. 1«8 if the number was more than 40 but less than 60, and Bs. 3 
if the number was more than 60. In 3 941, the rates were doubled 
as a war measure* In the 3 946-47 budget the excise duty on mat- 
ohea was reduced from Bs 2 8 to Es. 1*12 pergross for toxes con¬ 
taining between 40 and 60 inatchefi. But in the 1948-49 budget the 
duty has been again raised to Re. 2-8 per gross on all boxes contain¬ 
ing up to 60 matches. The yield for 1949-50 was estimated at 
Rs. 67*76 crores including Bs. 6 crores from the recently imposed 
excise duty on cotton cloth. 

The enief reason for the imposition of these excise duties was 
the necessity ot balancing the budget which compelled the Gove/n- 
ment of India to look round for additional sources of revenue. 

In 1948-49 two important excise duties were levied ; 60% 
excise duty on tea and coffee, and one excise duty of Rs. 7 per cent 
on vegetable ghee, fn the budget for 1949-60, the excise duly on 
sugar was raised from Rs. 3 to Rs. 3-12 0 per owt. Prom January 
1949 an excise duty of .6% ad valorem was levied on superfine 
cloth and 6| % on fine cloth and one pice per yard on coarse and 
medium cloth 

Thus has come back the most hated cotton excise duty which 
waa first levied in 1894, and against whom Indians continued 
vehemently to protest till it was finally abolished in 1926. It has 
a long and bitter history. The Finance Minister put in an elaborate 
defence in support of its re-imposition. The times have now 
changed. It is now not levied by an alien Government; the duties 
on imported cloth are too high to permit any competition with the 
home-made cloth ; and above all, the loss resulting f^rom the aboliticn 
of salt duty has to be made good finding out some other equally 
table source of revenue. Having universal consumption, cloth 
offers itself as the most obvious choice for a tax on consumption. 
Moreover, the duty is also likely to assist the bandloom industry. 
The incidence of the duty will be negligible. 

Excise duty on motor tyres was also increased and match 
excise duty was rationalised. ^ 

6. Salt Tax. This was the most unpopular tax in India ^ 
Mihatma Gandhi selected this tax for the purpose of his civil 
disobedience campaigns* The Government income was derived 
from the sale of Government salt, excise duty on salt manufac¬ 
tured in India and import duty on salt. The tax was estimated to 
yield Rs. 9 crores. 

Salt tax was kept up on the ground that it was a light tax, 
that it was an old tax and that it enabled everybody to contribute h 
small sum to the State Exchequer. This gave the masses an intereBt 
in civic affairs, and was the only tax by which the Indian masst*s 
could be approached. There was not much in these arguments 
This was not the only tax which was paid by the masses. Most of 
the taxes in India are borne by them. And this should be more 

^ ^ history of the’Salt'Tax' 'and' argutaeuta for, and against iT** 

Indiana Taxo-tion fcJnqoiry Oommitee Kcport, Paras, 164-180. 
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than enough to create civic reeponsibiiity in Indian maBses, and 
they could veil have been spared this last straw. With due deference 
to Mahatma Gandhi’s wish salt tax was abolished in the budget of 
1047-4H. It has meant an annual loss of about Rs. 9 crores, but 
the Indian sentiment was satisfied, and a long-standing grievance 
of the Indian National Congress was removed. 

7. Opium The Government in India has got a monopoly 
of opium both in producticm and distribution. Poppy can be 
grown only under licence, and the licensee has to sell the entire 
supply to the Government. It is manufactured in Government 
factories. There are also special arrangements with States in 
Central India and Rajputana which supply opium in crude form, 
which is then refined in Government factories. 

The Government revenue is derived from the monopoly profits 
arising out of the sale of Government opium, export duty on 
opium sent out of Indian States, and the vendors* fee. The bulk 
of the revenue under opium is from export to foreign countries. 

Under the humanitarian activities of the League of Nations 
this source of revenue has almost dried up. In 1907 it was agreed 
to stop export to China on Government account by 1914. In 1926 
Government of India promised to reduce by 10 per cent every yeas 
export of opium to Far Eastern countries for other than medical 
and scientific purposes, so as to extinguish all exports in 1935. 
This promise has been honoured. China bad also agreed to make 
a corresponding reduction in the production of opium, but it is said 
she did not carry out her part of the agreement. India used to get 
Rs. 8 crores on average per year in the years preceding the war 
(1914-18) and in 1949-60 was estimated to yield only Ba. 1,18 
lakhs. 

Production and consumption of opium in India is one of the 
blackest marks against India. It is really regrettable that we still 
have some of this tainted revenue. 

8. Railways. The railways were a losing concern tUl 1900, 
when they began an era of profits and gave a welcome support to 
the Government revenues. We have already treated in detail the 
problem of railway finances. They were estimated to make a con¬ 
tribution of Rs. 4*72 crores to the general budget in 1949 50. 

9- Posts and Telegraphs. This is not a very important source 
of revenue. This department is being run more for publico on- 
venienoe than for profit. For 1949-o0 net receipts were estimated 
at Rs. 1*63 crores. 

10. Deadi Doty. Distinction may be made between the 
Estate Duty and Succession Duty. Estate duty is levied when 
^on the death of a person his estate passes on to his heirs and it is 
graduated with reference to the total value of the property left hy 
the deceased. The Succession Duty, on the other band, takes into 
oonsideration the share of each individual sucoessor and not the total 
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ralue of the estate, It is grsdaated generally with reference to the 
Windfall element which increases with the distance of relationship 
between the deceased and the beneficiary. 

In almost all progressive States death duties, in one form or an^ 
other, occupy an important place in the system of taxation. In 
India also the Taxation Inquiry Committee (1924-25) recommended 
their imposition. But the implementation of these recommendations 
Was deferred as it was expected that a Statutory Commission would 
soon examine the whole constitutional question. These constitu¬ 
tional discussions, inquiries and conferences culminated in the 
passing of the Act of 1935. But according to the findings of the 
Federal Court there was no provision in the Act for the imposition 
of such a duty. The Act was, therefore, amended to confer the 
power of imposing such a duty on Indian legislatures. According 
to this amendment the imposition of an estate duty has been placed 
within the purview of the Central Government in respect of property 
other than agricultural land, and within that of the provincial 
Governments in respect of the agricultural land. When levied by 
the Central Government the proeeeds are to be distributed among 
the provinces according to the principles laid down in a Central Act. 

The Estate Duty Bill was introduced in the Legislative Assembly 
(Central) in 1946. But it iapsed on account of political develop¬ 
ments. A new Bill was introduced in the Dominion Parliament 
in 1948. 

There were two objects kept in view in bringing this Bill : (i) To 
reduce great inequalities of wealth distribution so that wealth does 
not concentrate in a few hands ; and {Hi to fortify the financial posi¬ 
tion of the provinces so that they may have funds enough to carry 
through their post-war development schemes and to enable them to 
improve their existing social services. During the war huge private 
fortunes have been made by some people in spite of E. P. T. and 
other wartime taxation. The passing of the Bill, it is hoped, will 
place India on the road to more equitable distribution of national 
wealth. 

The charging clauses of the Bill generally follow the provisions of 
similar Acts passed in the United Kingdom. The Estate Duty will 
be charged on the total value of the property left by the deceased 
whether according to his own disposition or as a result of settlement 
made by the others. The governing principle is that the title of the 
State to a share in the accumulated property of the deceased is an 
anterior title to that of the interests to be taken by those who are 
to share it. The machinery of assessment is an adaptation of the 
provisions of the Court Pees Act, 1870, dealing with probate duties 
levied in the shape of court fees. 

There are two gaps yet to be filled up : (i) The rates of duty ; 
and {ii) the distribution of the proceeds among the provinces. The 
rat^ will be fixed from time to time by Central legislation. The 
basis of distribution of the proceeds will be settled in consultation 
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with the provioces and the decisioii viU be embodied in a Central 
Act. 

Not even a rough and approximate estimate of the yield of the 
duty is possible as it nill depend upon the rates of the duty. 

The other heads of revenue are of minor importance. 

11* Central Ex|»enditiire. Besides the railways, the chief items 
of expenditure are Defence Services, Debt Services and Civil Admi« 
nistraiion. The public expenditure in India has continued to swell 
and has grown to huge dimensions, it has increased in the present 
century from Rs. 88 07 orores in 1899 1900 to Rs. 339 87 crores in 
194849. For 1949-50, the total expenditure was estimated at Rs. 

32 2‘53 lakhs. The Defence expenditure which constitutes roughly 
half of the total expenditure was put at Rs 155 43 crores in 1948 49 
and estimated at Rs 155*37 crores for 1949-50. Since partition, the 
Defence expenditure has gone up due to political uncertainty 
prevailing in the world abroad, trouble on our borders, and the unset¬ 
tled conditions prevailing at home. In particular, the uneasy Indo- 
Pakistan relations, police action in Hyderabad and the operations 
in Kashmir are responsible for increase in the Defence expenditure. 
Our efforts in building up the Navy and the Air Force and moder-* 
nising the army have worked in the same direction. 

The Civil expenditure has also gone up to giddy heights since 
the war commenced in 19 9. It was Rs, 24*8 crores in 1938>39 and 
went up to Rs. 144*5 crores in 1948-49. Although the war is over 
yet the departments created daring the war have not been liquidated. 
The pay-roll has continued to swell. This is the necessary incidence 
of democracy. The creation of embassies—the insignia of an indepen¬ 
dent State—, relief and rehabilitation of the refugees, the develop¬ 
ment scheme and food subsidies are other important factors 
responsible for the abnormal increase in our Civil expenditure. The 
number of ministries expanded from eight in 1938-39 to eighteen in 
1948-49. The secretariat too correspondingly multiplied. There is 
a continuously flowing stream of delegations to international 
conferences. 

The Economy Committee appointed by the Central (Jovernment 
in 1949 recommended. Inter alia^ a cut of Rs. 6 crores in the cost of 
administration, postponement of certain schemes involving a non¬ 
recurring expenditure of Rs. 14*7 crores and an annual recurring 
expenditure of Rs. 1*6 crores, and abolition of cultural and labour 
attaches in the embassies. No new embassies are to be set up. No 
new State enterprises are to be launched until those already planned 
involving a cost of Rs. 145 orores are successful. It is necessary 
that the economy at the Centre is matched by economy In the 
provinces. The Economy Committee has not recommended any 
striking reductions. They are ** so many miokles not amounting 
to a muokle’'. 

12» Central Finaiica During the War*^ The recent Indian 
finance, in common with the finances of other countries of the world, 

Bee~|ndlaii jSxiorm&tion of June 1, i§45, — 
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has been dominated by the global war whose expenditure in oountriea 
like the TJ.S.A., the UK., and the U.KS.R reached astronomieal 
flgnrafi* In India the financial burden rose nearly six times the 
pi5e*war le^eL The total expenditure charged to revenue in 1938^:*9 
was Rs. 85*l§ orores» whereas for 1944*45 it was Rs, 512*65 orores. 
The total defence expenditure in India which was only R«. SS.crores. 
in 1939*40 shot up to about Ra, 900 crores in 1944-45 and was 
almost the same in 1945*40. One would have shuddered to think of 
such a figure before the war. There was fho a phenomenal expan¬ 
sion in the revenues too. Since 1939 there has been an increase of 
329 p.o. and 122 p.e , respectively, in Central and provincial revenues^ 

Let Us examine the two sides of the war balance-sheet, mz,, the 
expenditure and the revenue. 

Expeniilure During the War. During the six years of the war 
the aggregate expenditure charged to revenue was Rs. 159s crores. 
On the pre-war level it should have been only Rs. 511 orores. This 
spectacular increase is solely due to an increase in the defence 
expenditure, which was only Rs. 46 18 orores in 1938 but which rose 
to Rs. 397*23 orores in 1944-45 and Rs. 391*35 crores in 1945*46, 
This is indeed a big jump. But even these figures do not give a 
^mplete idea about the total defence expenditure, as they do not 
include the amounts spent by His Majesty’s Government under the 
financial settlement between the Government of India and His 
Majesty’s Government and the Lend-Lease aid reoei/ed from the 
0.8.A. 

The Revenue Side. In order to meet this huge expenditure, the 
Government of India had to resort to all the usual devices for raising 
funds, vizu increasing the rates of existing taxation, the imposition 
of new taxes, the raising of loans and, finally, creating money or 
inflation. The total revenue during the six years of war comes to 
Rs. 1113 crores which should have been only Rs. 567 crores at the 
normal pre-war level, which means an increase of 100 p.c. Extra 
taxation accounted for two thirds of this increase and the rest was 
a normal growth. 

The supplementary budget of 1940 levied a surcharge of 25 p.c, 
on income-tax, super-tax and corporation tax, which was raised to 
33i p.c. in 1941-42 and to 50 p.o. in 1942 43. The rates of corporation 
tax, income*tax and surcharge on super-tax were raised in 1943 44 
and surcharge on income-tax on certain slabs was raised in 1944 45, 

Excess Profits Tax (E P. T.) was levied in 1940 41 at the rate 
of 60 p.a on all abnormal war profits above a taxable minimum of Rs, 
30,000 ; the rate was raised to 66|% in 1941*42. In 1944-45 under 
tiie oompulsory deposit scheme the whole of the exosss profits 
remaining after P. P. T. and income and super-tax have been paid 
was immobilised. The industrialists objected to the B. P, T, on 
the ground that it made it impossible for them to build any reserve 
for reconditioning of their plants after the war. The war has meant 
a great strain and wear and tear to the plants, some of which must 
be replaced as soon as possible. The tax held up the rationalisation 



VmtBAh FINANCE 


' mi 


or nebomes mnd thns impaired tiie ootupetitive el^eoglti 

of tb© ^Bdie0 industry. In the absenoe of this tax they woul^ have 
faced the poili-war cocnpetitfon with oonfldeno©. Even Sir Arufiiibald 
Rowlands admitted in his budget speech for 194647 tbattb© E.F^T, 
was a thoroughly bad tax by all the canons of taxatimi and h© Imd 
to discontinue it on earnings arising after Slot Mari^i 1946, It was 
only an emergency measure. The abolition of m F- T. was a 
welcome relief to Indian industry. Other concissifons to industry 
ir^uded special initial depreciation allowaupes of 10 p, 0 , on Hew 
buildings and of 20 p,c, on new plant and machinery and th allow 
for income-tax purposes expenditure on soient fio research, 

, Several other taxation measures were necessitated by the ]war, 
Sugar excise and import duties were raised from Ks 2 to B« 3 per 
cwt m Petrol tax was raised from 10 as, per gallon to 

i2a«i. The supplementary budget in November 1940 provided 
for an increase in postal and telegraph rates and telephone rentals 
whi' h were increased still further in 1943-44. The excise duty on 
matches was doubled in 1941-42, A new excise duty on pneumatic 
tyres and tubes was introduced. The import duty on artificial silk jam 
was increaped from As, 3 per lb, to As, 6 per lb. An emergency sur- 
cliar .e of one-fifth was levied on all customs import duties in 1942-43, 
Next year, two new excise duties were introduced, viz.^ on tobacco 
and on vegetable products. The excise duty on tobacco was farther 
increased in 194445 tind three new excise duties were introduced in 
that year, viz,, betelnut, coffee and tea, 

As a result of the taxation measures adopted during the war the 
tax structure of India has undergone a fundamental change. The 
Tndmn tax system has become decidedly more progressive. The 
direct taxes have come to play a much more important part. 
The regressive character of the Indian tax system has been consi¬ 
derably toned down The aggregate tax oo iucjine iuorcaaed from 
Rs. I7*2d crores in 1938-39 to Rs i90'5 crores in 1945 46 which 
means a 12-fold increase. In 1938-39 the proportion of taxes on 
income to total tax revenue was 226 p,o. but was as high as 70 p,c, 
in the revised budget for 1944-45 and 63 3 p o. in 1945-46 The yield 
of customs revenue in spite of 20 p c. general surcharge showed a 
decline due to import restrictioas and shipping difficulties. The 
excise revenue has shown unusual buovancy. Their yield in 19«i8-39 
was Rs, 8 66 crores, but it jumped up to Rs. 39 07 crores in 194445 
and Rs 49 crores in 1945-46, In course of time the excise duties 
may be expected to wrest a place of importance from the customs 
revenue. T|ie yield of customs duties was Rs 40 51 crores in 1938-89, 
It dropped to Rs. 26 20 crores in 1942-43, but the estimate for 
194B46 rose to Rs* 55‘25 crores. These are a few indications 
to show that a hit of a revolution has been effected in our tax 
system, 

13. Saliaiit FMlum of 1949*50 Budget. The Indian Finance 
Minister now^a-daya is in an unenviable predicament. In 1940 oO, 
he has to cover a reyenue deficit pf Rs, ntotm and at lb© same 
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liua© gra 0 t raliaf in taxation to higher income groups in order to 
provide incentive for saving and investment* and to the lower 
income groujw in order to alleviate distress due to the rise In the 
cost ol living* *Ihis state of dilemma is reflected in the budget 
proposals for 1949-60* 

On the expenditure side, the Defence Budget shows an increase 
ofBs, 1*94 orores over the revised estimate for 1948-49, This is 
mainly due to the Kashmir operations* There is an additional 
provision in the budget for the expansion of the Navy and Air Poroe. 
JRe* 9*85 crores have been provided for the relief and rehabilitation 
of the refugees* About Rs. 20 crores were spent in this connection 
in 194849. The food subsidies and bonus on procurement are 
estimated to coat Rs. 32*97 crores. The budget provides for 
R«* 26*81 crores for grants and Rs 49*25 orores for loans to provineea 
for financing development schemes. For Central schemes a provision 
of Rs. 12’83 crores has leen made in the revenue budget and 
Rs. 24*97 orores in the capital budget. 

The new taxation proposals are calculated to allay fears of the 
investing public and to create conditions favourably for industrial 
development. Accordingly various reliefs in taxation have been 
offered. In the field of direct taxation, the Capital Gains Tax ban 
been abolished. Some relief has been given to income-tax payers 
in the lowest and medium income groups Some relief has also b^en 
afforded in super-tax. Relief by way of depreciation allowancta 
is also promised to those who were prepared to renew and requip 
their capital assets immediately. For all new plants and machinary 
installed during the five years from April 1, 1948, depreoiati »n 
allowances at double the ordinary rate will be allowed. Also if by 
April 1, 1953, there is a drop in the general level of prices, thn 
difference between the written down value of the assets and the 
corresponding value at the redcued price will be allowed a*? 
additional depreciation allowances. For existing plant and machinery 
extra depreciation allowances will be granted for increased wear aod 
tear If triple shifts are worked* 

In the field of indirect taxation the export duty on oil seeds 
and vegetable oils is abolished, because these dates hamper tie 
maintenance of our exports. A rebate of half the duty is given on 
aviation spirit used by air companies. The object s to assist civ i 
aviation and to foster the devidopment of flying clubs. In order to 
aid industries a relief in customs duty will be given on a num'^ er of 
imported raw materials. 

Among the new taxes imposed to cover the deSoit may be 
mentioned increase in postal rates additional customsjduties on luxury 
items, new export duty on cigars and cigaret^^es, increase in duty 
on motor spirit, increase in export duty on betelnuts, increase in 
excise duty on sugar, and motor tyres, excise duty on eptton cloth 
apd rationalisation of match duty. 
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!Fke inoreada in postol mtos h bouad to be i^sentefl by the 
geoerel puhlio. Aa a teault of moreaae in exciee doty on auger and 
the itnpontioa of exoiae doty on oloth, the prioe of these essential 
oomnoditiea is bound to go up, and it will mean a set^baok in the 
anti-inflationary fight. But in view of the fact that the levels of 
direct taxes and import duties are already so high that farther in¬ 
crease is considered inadvisable. Export duties have to be avoided, 
because of the necessity of earning foreign exchange. We are thus 
left only with excise duties as a source of additional reTenue, 

It is really gratifying that the budgetary equilibrinm has been 
preserved with comparative ease in spite of powerful forces of 
unsettlement. Beliefs in taxation are also gratifying and are sure to 
give a fillip to saving and investment. Without suoh reliefs busi¬ 
ness activity would have remained at a low ebb and jnda-itnal 
development would have bean retarded. The considerable redaction 
in the deficit for 1948-19 and the conversion of the deficit for 1949-50 
into a surplus, however small, without any abnormal increase in 
taxation shows the resiliency of our financial structure even though 
our taxable capacity is notoriously poor. Commenting on this the 
Indiao Finance observes: ** When one contrasts the comparatively 
stable character of the increase in revenue with the emergent and 
transitory nature of the increase in expenditure, one will recognise 
the large elbow room that the Government can expect to have at 
a later stage for adjusting the conflicting claims either for relief in 
taxation or increase in appropriation/* But public opinion will not 
be completely satisfied unless expenditure is considerably curtailed. 

The budget bas been balanced but only teohoically. Taking 
the revenue and capital budgets together there is a big gap of 
Ks. 65 crores. It is, therefore, really a deficit budget and cannot 
be considered an anti-inflationary budget. Farther, as the Finance 
Minister himself says, A balanced national budget may, and often 
does, cover a multitude of ill-balanced family budgets, In this respect, 
we have still formidable task ahead of us, the task of fighting wants 
sickness and poverty and raising the living standards of the milticas 
to whom the emancipation of the country will be a mockery un¬ 
less it is translated in term^ of opportunities for a fuller, freer and 
better life. 

lA The Budgets at a Qance 

Bevenm 


(In lakhs 


Customs 


— 

Bevised. 

1948-49 

U7,25 

Budget, 

1949-50 

107,25 

Central Excise Duties 

!jsa 

... 

50,25 

-f3.98^ 

Corporation Tax 

MM 

... 

67g,2 

+11,52* 

41,81 
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Taxes on Inoom© other than Corporation Tax 

100,76 

l!8,19) 

Opium 

1.08 

UlS 

Interest ... ‘ 

1,<2 

1,19 

Civil Administration 

7,06 

6,78 

Currency ahd Mint ... ^ 

13.06 

9,70 

Civil Works 

1.02 

1.02 

Fra-partition Keoefpts ... 

13.40 


Other Sourcoa of Revenue 

6,62 

Posts and Tel©£r»’aphs 

Net contribution ... 

3.73 

■l.«3 ) 

+ 2,14* ) 

Bailwaye 

Kefc Contribution 

4 7,34 

4,72 

D&duct —Sh»^re of Inoome-Ta« revenue payable 

to ProviucK's 

41.7) 

- 43,861 

Total Revenue 

£/xpenditnr€ 

338,23 

322,98 

Direct demands on revenue — 

1^88 

10.00 

Irripjation 

8 

12 

D‘bt Servirea 

39,»1 

30,29 

Civil A^dministratiou 

38,36 

40,60 

Currency and Mint 

2,70 

2,-3 

Civil Works 

8,16 

7.32 

Pensions ... 

2,68 

2.68 

Miscellaneous— 

Expenditure on refugees 

19 45 

9,86 

Subsidy on food grains 

31,96 

32,97 

Other expenditure 

5,30 

5.12 

Crania to Provinces, etc. 

2,96 

2.96 

Extraordinary items 

2,21 

2,0o 

Defence Services (net) 

165,43 

167.37 

Pre-partition Payments 

20, 6 

10,00 

Total Expenditure ... 

339,87 

322,53 

Deficit 

—1.63 

Surplus^ 


15. Recent Financial Trends. For eome years the cttstoms 
reveane is likely to regmter an inorease as the shipping situation 
becomes easy. There is huge pent-up demand for both consumer's 
goods and producer’s goods. The imports are bound to increase. 
But as industrialisation in India gathers momentum, this source of 
revenue will contract and the eroise duties will become more 
important. 

The yields from income-tax, super-tax and corporation tax are 
likely to go up as India gains a measure of industrial prosperity. 

Direct taxation will assume still greater importance, and the 
Indian tax system will shed its regressive character and become 
more and more progressive, and hence more equitable. 


♦Budget Propoeaii. 
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Qmter i^Haboe will b6 placed m public borrowing to 6mtm 
post-war dewlopmeut scbemes. 

The higher scales of salaries that have been fixed may put the 
Government in fairly difficult position as deflationary tendency seta 
in. 

Sir Jeremy Raisman, in h's budget speech of 1944, pointed 
out that after a year or two of deficits, he expected a surplus of . 
Rs. 100 orores per annum m the 4th or 5th year of the war. An all out 
borrowing programme would bring nearly Rs. 1,000 orores in the 
first five years for financing the post-war development schemes. 
Among the possible new sources of taxation he mentioned Estate 
Duty—a duty on property other than agricultural property, agri¬ 
cultural income tax, the expansion of sales or turnover tax, and 
finally revenue from some of the key industri^ which may be 
nationalised, 

16. Taxable Capacity^ The term taxable capacity is capable 
of being used in different senses. In the absolute sense it means 
the limit beyond whi^ no tax payer can possibly pay any further 
tax; it may also mean that for eacb tax there is sn optimum point 
beyond which the tax should not be increased ; otherwise its yield 
will begin declining. 

Attempts have been made to estimate a country’s taxable 
capacity in order to exploie further avenues of taxation. Sir Josiah 
Stamp would measure it by the surplus of production over consump¬ 
tion, i.e,, ny savings. But it is not possible to mcwisur© taxable 
capacity with any precision. As a matter of fact, taxable capacity 
is not anything definite or a rigidly fixed quantity. It is fluid and 
it varies with oircumstanoes. It very largely depends upon the 
psychology of the tax-payers, A popular leider at the helm of the 
Stiite affairs can galvanize public spirit and ef^tbusiasm so 
that the response to appeal for financial help is astonishing People 
cheerfully pay taxes to further a popular cause which otherwise 
might have evoked a rebellio i. A responsible Government is in a 
happier position in tapping the potential taxable oapaoity of the 
nation. 

In India there are constitutional reasons for the in tdequaoy of 
public revenues. As Sir Walter Layton remarks, ** Members of 
neither the provincial nor the Central leglaUtures ore willing to 
incur the unpopularity by voting increased taxation so long as there 
are no means of ©usuring that the revenue will be spent on services 
which they might wish tj develop or so long as it cm be argued 
that resources might be obtained by reducing expenditure on 
vices not under popular coutroi (such as the army)’*^ 

The taxable oapaoity thus depends on the will to pay and any¬ 
thing that affects this will. The rate of ih© tax, the method of 
collection, in particular, the purpose on which money is spent and 

I, Indian Statutory CommiaisiOKi Keport, Vol, 2, pp 
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dliiribiitioti of WMlth io tho country are some of tho import^ot 
faotors that determiae the taxable capacity* Farther* it is hmd that 
private property ie a public trust and must bo surrendered at the 
demand of the State/ From this point of view the question of 
capacity does nob arise and the taxation is governed by the neoessi* 
ties of the State. 

As for the taxable capacity of India in the sense in which 
Stamp uses the term, it is pointed out that the consumption in 
India is very small as the standard of living is extremely low. As 
the taxable capacity is the measure of the difference between pro¬ 
duction and consumption, it is inferred that our taxable capacity 
Is large. This is obviously a wrong conclusion, for the production 
in India is also very small. There is a certain civic minimum of the 
standard of living, not for the individual but for the family, which 
must be ensured to the people so that they do not merely exist btft 
live and work effiioieatly. A tax should not impair the productive 
capacity of an individual by encroaching upon the bare necessaries 
of life. 

Sir Walter Layton points out that taxation in India form4 only 
8 per cent, of the national income, whereas it is 20 per cent in 
Britain and 20 per cent, in Japan, According to him, there are 
large accumulations of wealth which can be taxed without tax 
becoming intolerable. He says : In spite of the widespread 

poverty in India, I see no reason to doubt that the public revenues 
of India can be substantially increased without taxation becoming 
introlerable The budgets, since the war, bear ample testimony to 
the potential taxable capacity of India. But this capacity should 
be wisely exploited. The only justification for exploiting it will 
be the increased expenditure on the beneficent functions of 
the State, and after the military budget has been considerably scaled 
down. 

17. Btirden of Taxation and its Ols^ribution. Tuere has 
been a lot of controversy on the subject whether India is lightly 
or heavily taxed. It has already been mmtioaei that tax in 
India is only 8 per cent, of the national inqpme whereas it is as high 
as 20 per cent, in Japan and 20 per cent, in Britain. The tax 
burden per head in 193940 came to only Bs. 5-0*2. The tax 
burden must be now much higher on aooouut of additional taxes 
levied to meet the war expenditure. It may be put at Bs. 6 per 
head nearly. The inference is daawn that India is much more 
lightly taxed than the other advanced countries. Bift this is not a 
valid inference. 

The figures given above, no doubt, would indicate a lighter 
burden of taxation in India. But we cannot go by these figures 
alone. The level of taxation cannot be considered without any 
reference to the nature of public expenditure. If the citizens do not 

l* iStaaip—«Prmoipl 60 of Taxation, p. 134, 

2. Indian Statutory Ootmaissioa Beport, Vol 2, p. 208* 
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reoeivB any reasonable return In tbe shape of beneficent services 
rendi< red oy the tate, even a light tax becomes burdensome. If, 
on the other band, the State performs numerous social services for 
the individuals, even high taxes are ungrudgingly paid. This only 
means that the people have decided to fulfil more of their Wints 
collectively rather than individually. If the State provides free 
education, free medical aid, undertakes to look after the dependants 
of the deceased bread winner, and train and find a pb for every 
young man, why, it may tax away half of our incomes ; and if It 
goes further and undertakes to provide all our requiiements of food, 
clothing and others and provide free cinemas and such other ameni'* 
ties, it can appropriate in taxation even 75 per cent of our income 
s>i(hout the taxation becoming oppressive. 

In other advanced countries State grants poor relief, provides 
insurance againt sickness, unemployment and old-age pensions, 
makes excellent sanitary arrangements, builds and maintains good 
roads, and provides educational and medical facilities on a liberal 
scale. There the taxes cannot be burdensome. But in India, 
where the bulk of the revenue is swallowed up by the military 
expenditure, debt services, and civil administration and little is left 
for social services of the type mentioned above, even the small 
amount of tax is grudgingly given. Further, a higher percentage 
of tax on income in rich countries may actually mean a lower bur¬ 
den of taxation, whereas a lower percentage of the poor country may 
mean that it is more burdensome. This is an elementary principle 
of progressive taxation. Therefore, India is not so lightly taxed as 
is someUmes supposed. 

But the iniquity, if any, in the tax system does not lie in the 
figure of tamtion but in the distribution of the tax burden and it 
is in this respect that Indian tax system is the greatest culprit. 
Mo^t of the Indian taxes press more heavily on the poor, land 
revenue, customs, excise duties ou matches. Land revenue 
is positively regressive. Only income tax, tax on motor spirit, 
and taxes on luxuries in the import schedule fall on the rich. On 
the whole, the burden on the poor is much more than on the rich 
This is the opinion of the experts. The Indian Taxation Elnquiry 
Committee {192?25) and 8ir Walter Layton in 1930 supported this 
opinion, and Sir James Grigg declared in the Assembly in March 
1938: hav» no doubt that taxation in this country (India) 

lets off the rich too lightly and pressBS the poor too heavily/* Prof, 
K. T. Shah worked out the figures relating to 192 ?-24 and came to 
the conclusion that ‘^economically the weaker and less able section 
bears pecuniarily the largest proportion of the tax burdens in 
India....,,While from the average family income of Rs. 1,000 per 
annum and over, the tax deduction aggregates Rs. 100 orores out 
of a total of Rb* 800 crores of wealth enjoyed by less than a twenty- 
fifth of the population, tbe remainder of Rs, 150 crores is deducted 
from a total wealth of about Ra. 1,000 or 1,200 crores enjoyed by 
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26 p&t cent* tf the remeinfog population/*^ 

H m nee^esary that the burden of taxation ahould be made 
more equitable, Artiolea and services of general oonaamption 
ahoul j be ex»^nipted or taxed lightly and those consumed by the 
rich should be taxed more heavily. There is a strong case for 
reduction rf land revenue and imposition of tax on agricultural 
incomes. These are only a few suggestions Several other reforms 
can be intredueeJ to achieve the s„im© purpose. The Budget por* 
posals for 1916 47 reflect a change for the better in this respect 
Sir ArohtfaaM Howlands refuted the charge that it was a rich maa*s 
budget. He p)inted out that whereas before the war the direct 
tax*payer paid 23 per cent under the new proposal he would pay 
55 per cent The moderately prosperous would now pay more than 
half of their income and the rich man would pay practically 90 per 
cent. 

During the war, the burden of taxation had become almost 
unbearable. India is a very poor country and tho tax burden can 
only bo gradually increased. 

INDIAN PUBLIC DEBT 

18. Nature of Public Debt. India occupies a very happy posi¬ 
tion so far «s her public debt is concerned, because most of her 
public debt is productive, and yields a large revenue, much larger 
than the interest charges. I he bulk of her debt is invested in 
solid and lucrative assesta like railways and irrigation work or is 
lent out to Indian provinces and States. Thus the capital outlay 
on ra!]wa3e up to Stst March 1946 accoi nted for no les5 than Rs, 797 
orores on Posts and Telegraphs and other Commercial Depart¬ 
ments lie. 42 crotfs, Loans and Advances Ks. 144 crores and Cash 
and Investments Rs, 547 crores, making a total of Rs 1,530 crores. 
Thus of the total interest-bearing obligations of Rs, 2,159 crores 
only Re. 629 orores represent uncovered debt Even thii may not 
be called wholly unproductive, for tl e defence capital outlay and 
capital outlay on Central propeity is not without value. 

19. Tbe Increase in Public Debt. The volume of public 
debt was only £ million in 1792. But the wars that the East 
India Company waged for conquering and oonsolidatiug the British 
Empire in India meant an increase of debt. On the eve of the 
Mutiny it stood at £ 60 million ; the cost of the Munity raised it to 
£ 100 million in 1800. The debt of the East India Company wai 
inherited by the present Indian Government when the authority 
passed from the Oomoany to the Crown The Bast India Company 
had also to be paid dividends til! the Company’s stock was liquidat 
ed in 1874. Most of the debt was unproductive ; but since the 
Crown had assumed the authority, there was a steady increase iu 
productive debt due to launching of irrigation and railway schemes. 

In the pre-war years, Government made vigorous attempts to out 
down th e amount of unproductive debt through the manipulation 

1. See .Tathar and Beri-Indian EconojtnicB. Vol. II, p. 54. 
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of nH»i% an atioonatiag (roiMaotlon. llie nttfiiaa rorauno wm 
atilhsed in 'pnl^e wmks; but it was fint au]pp<wed to' be rapay* 
ment of tbe ordinary or nnpToduotiTe debt and l^n re-lent §oe 
pnblio works sefaexnee. Tbns eaeh sorplns ntitiKed , for pnbbo W(»lcs 
increased tiie prodnotive debt, bat it at tbe aarae time deceased 
correspondingly the onprodaotive debt. Tbe result was that bi 
1911 the anproductiTe debt was reduced to a small figure of Rs. 8 
erores. Tbe unproductive debt would have been eztingnislied 
altogether in this way in a few years had not the War of 1814-18 
come in with a heavy load of the unpaodnotive debt. War gbit of 
£100 miliion to the British Qoremment and leoarring defidts in 
post-war years added to onr debt. The amount of unprodnofiive 
debt in one decade (t.e , by 1924) rose to Bs. 268 tnores. the productive 
debt rose from Rs 400 erores to Be. 700 orores during tire same 
period.^ Mr. Gokbale was a strong oritio of this polity of reduMng 
the unproductive debt. In his opinion, there was no need for auoh 
unseemly haste, for the amount of the unproductive debt was not 
large. It would have been better to utilize the revenue Burplnses 
either in giving reli^ to tbe tax-payer in the form of lowering or 
remission of taxes or in extending the scope of beneficent aotivitieB 
like education, public health, etc. 

The following figures show bow our debt position has changed 
during the war :— 

3Ist March, 1936 Stst March, 1946 

3!;erliug lioaai attd Railway 

Annuitriaa Kri 445 otorea Km* 39 0 eorm 

Rupee Loana and TraiMitiry Bilk •«. Re. 4$4 crofee Ba. 1571 orom 

Unfounded debt (Cash OortiB&ates... 

Provident Funds emd Savings 

Bank Ikpogits) •*. Rs. 229 orores Rs. 320 orores 

Total Bs. 1*158 orores Rs* 1*930 ororea 

20« Exlenml ElmMiiil in our Pdblk Debt* Thera is one aspeot 
of our public debt to which we oanoot help refemng. A very large 
proportion of our public debt was external Externa] debt is a 
dead weight on the country, whereas iaterna! debt merely inrodirea 
a redistribution of wealth within tbe oountry* Interest paid on 
foreign loan goes out of the country and is a clear loss. The exteht 
of our foreign obligations was estimated by Dr. Keynes in 1908 to 
be £ 356 million. Dr. Dubey in 1930 put it at £ 600 million* and 
B, Eamehaudra in 1934 at £ 612 million.* Bulk of the sterling 
capital is, of course, held by foreigners ; but they also hold nearly 
one-half of the rupee debt* Though the rupee debt only issued 
in India, It is not necessarily held by the Indians. It is estimated 
that Bs. 15 orores go out every year in interest payment* Profits on 
foreign capital amount to £ 16 million every year^* 

i UatiaTTirpr^Bocu^ India* by KadhlilciSSS 

Mukerjee, 194J, pp* 478-79* 

2. Bubey—Indian Pubhe Dabt 1030, p* 3 

3* India Analyst Vol* It, p. 87. 

4* Bangsawamy Aiyaoger'^fieme Treads of Modern Pnblio Fiasncei 1038* 
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. Tbim laratisa^icms ue likely to evoke adverse oommetito oo 
mt relatiombip with Eogland. It is^ theiefore, very gratifying 
that our sterling obligations have now been wiped out, on account of 
our finandal transactions during World War 11. The War has 
jiroved a blessing in disguise. Our financia] authoritk $ had a very 
ptoor opinion about the Indian money market till the war (1914-18) 
when success of war loans gave them a very agreeable surprise 0p 
to the last war, whenever the Government of India wanted money, 
it invariably approached the London Money Market, The rates 
offered were sometimes unduly high. Since they have resorted 
more and more to the Indian market which has proved cheaper 
There was another objection to foreign loans. The foreign inves¬ 
tors always clamoured for safeguards and impeded eonstitutional 
development in India. 

21. Funded (Permanent) and Floating Dekt-^Abont SCTper 
cent, of India’s debt is Funded or permanent debt. Ihiring the 
first war (1914-18) an innovation was introduced. Treafury Bills 
were issued. They are repayable generally after three months. 
But fresh issues are made when the old issues mature. Treasury 
Bills now form a very important feature of Indian finance. Such a 
large amount of floating debt, however, may prove a source of 
embarrassment to the Government. 

22. Debt Redemption. Till recently the Finance Department 
in India had no deliberate and systematic plan for the redemption 
of debt. Some sort of sinking fund for the purpose is always 
desirable not merely because it is better to repay debts, but also 
because contributions to sinking fund evenly spread out the 
burden of debt over future generations. It is also necessary for the 
maintenance and improvement of the credit of the country. 

Lord Wellesley in 1798 experimented with a sinking fund, but 
the scheme was continued only for a decade. The Government of 
India did make some haphazard attempts in the direction of 
reduction or avoidance of debt. Obligations arising out of the 
purchase of railways were met by a compulsory scheme of annuities, 
and railways sinking funds were used for the purpose. The annual 
Famine Insurance Grant was also sometime utilized for the reduc¬ 
tion of debt. Reference has already been made to the utilization of 
revenue surpluses for the reduction of ordinary debt. A sinking 
fund was created in 1917 when f 500,000 were proposed to be set 
aside every year, and also por cent, of the loan for the purcbst^c 
and cancellation of securities. 

But the credit of having introduced the first systematic and 
comprehensive scheme for regular debt redemption belongs to Sir 
Basil Blacket. He proposed setting aside every year Ks. 4 croies 
plus I/80th of the excess of the debt outstanding at the end of 
each year over that outstanding on 31st March 1923. In 1933>34, 
when the railways on account of loss of income ceased making any 
contribution to the general revenues, the Blaoket scheme was 
suspended and provision for reduction of debt was reduoc<|l to 8 
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otores. As the debt is maibl^ on aoooant of the raSsraiyB, it wee 
considered fair to stop prorlsion to the general revenues. The 
railways have, however, resuoaed contributions ; but the prpviaiQU ‘ 
for reduoMon of debt still oontiaues to be Bs. 3 orores every year. 

Postal Savings and Postal Cash Certificates are idso obligations, 
of the Qovernment of India. Formerly they were considWed to be 
repaid out of inflow, and no regulur provision was made for 
their repayment. Since 1930, however, the actual aooraing liability 
for the postal cash certificates has come to be regularly provided 
for. ' 

It must be said that our debt redemption arrangements are 
still far from scientific. In other countries there are commissioners 
for public debt who constantly keep their band on the pulse of the 
money market, so that they may be able to choose the best time 
for fresh iwues or for conversion plan. They dovetail properly all 
the loans and plan out harmoniously the redemption of the various 
issues. We should also have a similar organization. 

23. Effect of World War II on Public Debt. Such a gigantic 
war as the one that has just ended could not leave the finances of 
a country unaffected. The Government of India had to resort to 
loau operations in order to prosecute the war successfully. Among 
the several loan issues may i>e mentioned 3 per cent Six-year Defence 
Bonds issued in June 1 Ten-Year Defence Savings Certitioates 
and Interest-free Bonds, and second 3 per cent. Defence Loan of 
longer duration issued in February, 1941, to repiaoe 8 per cent Six- 
Year Defence Bonds. Besides these loan issues, Defence Savings 
Provident Fund was instituted for all Government servants and 
also Postal Defence Saving Bank. Account giving 1 per cent more 
interest than the ordinary Savings Bank Account. In 1945-46, the 
borrowing programme was further extended by the issue of 3 
per cent loan 1953-55, 3 percent First Victory Loan. 1957, re-issue 
of 2| per cent 1948-52, and 3 per cent Funding Loan 1956-63. 
The investment in Government Loans resulted in the withdrawal of 
redundant purchasing power from the public. This reduced the 
premure on the prices of consumable goods and the loans enabled, 
the Government to build up reserves for develop meat purposes. 
The progressive total of pubiio loans issued since the beginning of 
the war np to the end of January, 1946, amounted to Rs. 1,173 
orores. 

Redemplim and Bepatriaiion of India’s Sterling Debt. The big., 
gest surprise that has come to na from the war (1939-45) is that 
onr long standing foreign debt has been after all praotioally wipo) 
out. In 1941-42 inst^ of paying anything we expected a refund 
of £ 26 million. Funded debt of India in Great Britain which stood 
before the war at £ 300,000,000 has been extinguished. The total, 
amonnt of repatriated sterling debt up to February 21, 1944, was 
£ 350 million. The railway annnities and debenture stoidt will ^ 
liquidated in 1966 if not earlier. That the oharaoter of pablio debt 
m India has andergone a significant change is dew frpm the foot 
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thal it b now* nearlj all of it> in the fom of rupee debt. India 
finds henelf fn mtireljr a novel ettnation. In 1938*39 the public 
dd>t waa Rs. 395*89 eroiea and by 1915*49 it came down to Wedy 
Be. 14 croree. 

But how hue thu miracle been acoomplished 1 Her balance of 
bade wee markedly favourable ; she sold more than she purchased 
from outside ; she sent large quantities of military supplies to 
Hie Majesty's Government; she incurred expenditure on behalf of 
the Allies; she had to recover a portion of war expenditure from 
British Government. She also received a substantial amount to* 
wards the cost of modernization for the equipment of Indian Army. 
All these factors cumulatively turned the scales in favour of India. 
India soonmuiated sterling balances which stood at £ 1 330 mtllion 
cm March 31, 1946. Since then they have been falling due to large 
immrts of food grains and oonsumer's goods. After the settlement 
of June 1948, the sterling balances came down to £ 800 miliicm. 

But this new situation now is fraught with serious probieoos. It 
will be necessary to husband these resources and not to fritter them 
away. 

In his budget speech Shri Shanmukham Ohetty, the Finauoe 
Minister, amply explained how our debt position waa intrinsically 
sound. At the end of 1948 the total outstanding public debt 
stood at Es. 1,796 orores and it was expected lo rise by a further 
Bs. 66 orores during 1949 to Bs. 1,861 orores. The totdl of the 
iuterest'beanng obligations was esbmated sit Rs. 2,182 orores at 
the end of 1948 and Be. 2,331 crm-es at the end oi 1949. 
Agaimt tiiese obligations we expect to have at the end of 1948 
roughly Bs. 1,161 crores and at the end of 1949 neai^iy Bs. 1,237 
orores by way of interest-yielding assets representing the invest¬ 
ments in tiw two great commercial departments of Goverument, 
namely, the Railways and Posts and Telegraphs, outstandiag 
amounts due from the provincial Governments, fndiau States, 
Burma and others and the probable debt due from Pakistem. 
Besides, there were cash and other investmeuts cm beasuty account 
amount^ to Bs. 246 orores at the end of 1948 and Bs. 130 orores 
at the end of 1949. Thus the tot^ iutereet-beariag obligations 
not covered by the interest-yielding assets and eaMb and other 
investments wcafe estmaated to stand at Bs. 775 ororci at the end of 
1948 and Bs. 864 orores at the end of 1949. 

1%» burden of debt most be judged primarily by the size of 
the dead-weight delM<. The total public debt has been estimated 
at Be. 2,226 orores (1949) out of which only Bs. 900 orores is re- 
ptesented by unproductive debt. This amount is certainly very 
small whmi crampaured wi^ our resoorces, and national income. The 
linanoe Minister roughly puts the national income at Bs. 4,500 
crores. Thus our total interest-bearing obligations which were 
expected to stand at Bs. 2,231 crores at the end of 1949 amount to 
less then half oar naftoual inoiHBe. In the United Kingdom 
and the U. 8 A. it is nearly Muec times and more tium 1| tinwSt 
lUn^Mtivciy. 
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is another way of k»okiag at oat debt pmd^bn. We in%M 
eooeiderthe tatwest ohai^a in rdatlon tio the annoal revenue. 
For 1MS>49 our gross payment of interest oharges amounted to 
Bs. orores. We get Be. 2,25S orores from our oommeroial 
departments like Posts and Telegraphs and by way of interest 
receipts from provincial Qovwmaeats and other sonroes. The net 
interest payment is, therefore, Bs. 3,616 orores. If we deduct 
Be. 9 orores that we expect by way of interest from Pakistan, the 
net interest [myment oomes to about Bs. 27 orores. The anticipated 
revenue is Im. 256 28 orores. The net interest payments are thus 
10} p.o. of onr revenue This shows that India can carry a much 
larger debt burden and there is great scope for the raising of pro* 
dative loans Thus the savings of the community can be mobilised 
on a much larger scale for financing the various developmmit 
sdiemes. In the words of Shri Obetty, * In spite of all the trials 
to which our infant State has been subjected to we have the solid 
foundations on which we can confidentiy build the snperstnuAore 
of our economic and sooidi edifice”. 



CHAPTER XXXm 

PROVINCIAL FINANCE 

L latradudioii. We have seen in a previous obapter that at 
one time the Indian provinces had no independent finanoiat 
evistenoe. They were at the mercy of the Centre and were fed 
by annual grantal. The process of finanolal devolution culminated 
in 191) in a clear-out division of revenue sources between the 
Central an I provincial heads. The principal heads of revenue 
for provincial Governments, now are Land Revenue^, Irrigation, 
Eiolse, Forests, Stampj, Registration and other Scheduled taxes. 

Now a word about each of these beads of revenue. 

2. Provincial Head of Revenue. Lani Remnm Land revenue 
has 00 mpied a very prominent position in the Indian tax system. 
Next to custom it is the most mportant source of revenue, bringing 
in Rs. 34 orores a year. 

But the Indian land revenue system is full of anomalies. A 
non-agriouituriat, earning less than Rs. 3,000 a year, is not taxed ; 
but even the poorest peasant, hardly earning enough to support 
himself and his family for a lew months in the year, has to pay 
land revenue The U. P. Banking Enquiry Committee considered 
30 per cent of holdings to be uneconomic and another 52 per cent, 
just on the margin. Obviously the Government cannot afford to 
incur a huge loss of revenue by freeing 82 per cent, of the holdings, 
Exemption of uneconomic holdings will encourage further fraction* 
alixation. Besides, it is difficult to fix on any objective test of an 
economic holding ; it will vary from province to province. There 
are scores of other administrative difficulties. And yet some way 
must be found to give relief to the Indian peasant who is the 
poorest and most heavily taxed in the world. 

The land revenue demand forms a certain percentage of *net 
assets* but there are wide provinoial variations in this respect and 
also in the terms of settlement. It varies to the extent of 26 per 
cent, between province and province and 300^30 par cent, if 
viewed in relation to the provinoiai population.^ ^Its proportion 
to rent ranges from 50 to 20 per cent, in the U.P., 42 to 7 per cent, 
in the O.P. and 100 to 10 per cent, in Madras.** 

The greatest of all anomalies arises from the permanent settle¬ 
ment of Bengal by which the State has surrendered in perpetuity 
Its share inoremeatal values. The rigidity of the land revenue arises 
from the fact that it is fixed for a long period. This defect has 

l 0. N Vakil—Fif^cal Developments m British India* 1926, p. 371. 

2. Kangftswamy Aiyangnr—iiome Modern Trends in Public Finance, IC 6 . 
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kmn mmmmB bi the Puajab the introduotian of a sUdiog soale 
ay»tei». 

There is m doubt about this tar beiog regtessire. As the 
agricultural intereatt dominate the provincial legislature, it is very 
likely that given a favourable opportuoityi land revenue will be 
reduced* 

The shortcomings of land revenue have been thus summed up : 
^It is uncertain in incidence, inoorreot in assessment and ooHeotion, 
uneconomic in its administration, unequal in its distribution and 
inelaatiCy and far from benefiting th^^ cultivator who pays the tar« 
It Is prejudicial to the growth of capital and improvements in 
agriculture^/* 

Irrigation. Water rate is in the nature of a tax. But there is 
no clear principle on which it is charged. The praotice varies from 
province to province. Sometimes it is mixed up with laud revenue?; 
in other cases different rates are charged for irrigated and un<* 
irragated land. Water rate cannot be charged on the cost of 
service principle for then the rate will be different for each irrigation 
work, nor can it be charged on the benefit principle. There has to 
be a compromise. . . 

There are grounds for a generous treatment of the cultivator. It 
is wrong to think that a particular class beneBts from irrigation 
works. They increase national income and taxable capacity ; they 
save life in case of famine and obviate the necessity of remission 
and suspension of land revenue. Therefore they have to be con¬ 
sidered from a broader social point of view. 

At present, the water charges are seldom revised ; yet frequent 
revision is essential to suit the charge to the profitaWeneps or other¬ 
wise of agriculture. It will be better if irrigation finance is separa« 
ted from the general provincial finance. 


J?«cw€. The excise revenue is derived from the duty 
on manufacture of ahoholio liquor,drugs, opium, etc, and from 
Hoence fees from the vendors. The excise income in 1929-30 rose 
to an alarmiuglv high fi^ire of Bs. 20,41,23,285. It was alarming 
because it indicated increase in the habit of drunkenness. In 
recent years the excise revenue baa gone on decreasing or has 
remained stationary. In course of time, this source is sure to get 
dried up. It is the wish of every social reformer in India to see 
the evil of drink stamped out from the country. 

The Government has been trying to check consumption by 
moderately high duties which may not encourage illicit distillation. 
The Congress Ministries boldly launched on the policy of selective and 
gradual prohibition. Total prohibition at one stroke seems to be 
beyond the pale of practical finance. Apart from a loss of revenue, 
it will mean increase in administrative expenditure in obeoking 
smuggling or illicit diet llation. But through the reduction of the 
number of shops, limitatiou in number of opening hours, restricting 


l. Marasimha 
P- U7^ 
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ottraotioos iu tbo shops and gradual extension of * dry ^ areas, the 
goal of prohibitfon ean be realised. 

There is a deep»rooted sentiment in India against drinh; 
every Indian woman is opposed to it. But exclusive reliance on 
♦reform-from^withm* principle will mean postponement of oomptete 
prohibition till Dooms Day. Beatriotive legislation is absolutely 
essential to hasten the approach to this very desirable goal. Most 
of the provincial Governments have now adopted the ^Bcy of 
prohibition. There is now Congress rule in all provinces. We may, 
therefore, expect that the policy of prohibition will be implemented 
with due speed and all earnestness. 

Foresta. Forests require a very liberal capital outlay for a 
long time before they can be made to yield a handsome return. 
Money ha^ to be almost lavishly spent on afforestation, protection 
and development of the means of transportation. Private enter* 
prise cannot do it. But the State can well afford to do it and can 
patiently wait for the return, for it is not expected to discount 
future at a heavy rate. Pranklr speaking, our expenditure on 
forests has been much|le8B than would seem necessary. The bulk 
of the revenue is derived from the sale of timber, fuel and other 
'minor* produce and from fees on grazing. The gross revenue in 
1939 40 was about Rs. 3 crores. 

Stamps. Stamps are judicial and commercial, the former 
affixed on plaints and petitions, and the latter on commercial 
transactions. There are some people who think judicial stamps are 
a tax on justice. But it should be borne in mind that in such cases, 
the administration has always to perform certain services to the 
litigant public. The decrease in the number of suits in cmnsequenco 
of the indebtedness legislation has adversely affected the revenue 
from stamps which in 1939*40 was about Rs. 10 crores in British 
India. 

Regisfratitm. Tbe registration fee is charged when documents 
relating to immovable property are registered. An increase in this 
revenue may mean economic distress compelling the people to alienaie 
their property. It is a payment for ensuring a satisfactory record 
of the transaction and to prevent, or easily settle, any farther 
dispute on the point. The total revenue is, however, very small, 
being about Rs. 1 crore in British India. 

Scheduled Taxes. These are the taxes which the provincial 
Governments were empowered to impose under the Reforms Act of 
1919, e.g., taxes on betting, amusements, advertisements, sucoessioB 
duties and taxes on land put to non^agricultural uses* 

S* Prcvineial E^pendittire. Besides maintaining the adminis-* 
trative machinery, the provincial Governments have to look to thc^ 
social needs of the people and administer the nation^building 
departments like education, medical and health, and agricultural 
and industrial development. As compared with other a4vaiie<^ 
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ocrantrieit the toale of expeodKare on those aervioeo in Indian 
proTinoea i« Indiorooely Bmall. Ko wonder that the standard 
maintained for these sei^oes In India is extremely poor. That is 
why only a [miorosoopio minority of Indian people is literate and 
lakhs of men, women and children are swept away by ever<reoarr> 
ing epidemi<M. 

4. Critieal Review of Provincial Finance. We may again 
repeat that the provincial Governments derive their revenues 
from sources which are not likely to expand but are lihdy to 
diminish, whereas the services they have to render require for 
their proper expansion and efficient administration increasingly 
large amounts of money. Between 1913 and 1029 land revenue 
increased by 7> 1/2 per cent, only; income from excise remained 
almost stationary and stamp revenue fell substantially after 1926. 
Between 1923-24 and 1928-29, while the total provinoUd expendi¬ 
ture increased by 22 per cent, the total provincial revenue increased 
by 4 per oent.^ The burden of the land revenue is already oppressive 
and must be reduced, excise revenue must vanish some day, and the 
revenue from registration is negligible. Forests require a large 
outlay for development. On the other hand, huge expense is 
necessary if in matters of education and public health, we have to be 
brought in line with other countries. Expenditure on these two 
departments is very small and medical facilities are utterly 
inadequate. 

The provincial sources of revenue are not only inadequate, 
considering provincial requirements, but they are also Inelastio and 
inflexible. 

Besides, the burden of provincial taxation is unequally distri¬ 
buted among the various classes of the oommunity, the poor bear¬ 
ing the heaviest burden. The bulk of the land revenue and irri¬ 
gation charges is contributed in the aggregate by the poor, and so 
also is the bulk of the revenue from judloial stamps. In 1932 out 
of a total number of 2,711,306 civil suits, 302,2i0 were under 
Bs. 10 in value and of the total 67 per cent, were under Re. 100®, 
Begistration fees, too, where land is concerned, fall on the poor. 
The better off urban classes do not contribute to the provinoild 
exchequer nnlees, of course, they indulge in drink and litigation. 
On the other hand, they are the greatest, benefloiaries from the 
activities of the provincial Governments. 


Moreover, the financial policy of the provincial Governments 
was very conservative. They rely more on retrenchment than on 
development of revenues. Expenditure on forests is niggardly. No 
attempt is made to make the rich land-owning classes to bear the 
propw burden cff’ taxation. Law and order swallow up the bulk of 
the revenues and the expenditure on sooied services is meagre. The 
i^^rigaiMan poli<^ is motivated by profit so that either the poor 

, 1. Ahmed, L. A.“PubIio Bevenae and Fxpendituto in Xudia, 1838, 


p.p. 6-6. 

Amned, lli.A.—Pnblio Bevenne and Expenditure in India, 1948, p. 24. 
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{leibaaDit hm to more or uoprofitable works of proteetire nature 
are oegldoted* 

At present land revenue dominates the provincial finance* Tn 
India lard i^venne represents abont 16 per oent^ of the total 
revenue whereas in Great Britain in 1935-36, it was only £0*8 million 
out of £ 824*8 mdlion of totfd revenne, in France 2 0 per cent, and 
in Italy 7 per cent^. The relief to the poor peasant of India is 
overdue. When taxes hke sales tax and Central excises imposed 
for the beneBt of the provinces are developed, it may be possible to 
decrease too nmoh dependence on land revenue* 

5 Snaaestions for Reforms in Provincial Finance. Tbe 

following reforms in provincial finance may be suggested :~ 

(») As soon as possible, tbe provinces should be banded over 
either their fell share of income-tax or tbe percentage their 
share may be increased from 50 to 6B-2/3. This will meet the ends 
of justice in case of industrial provinces. 

(n) Land revenue should be progressively decrease d in case of 
poor peasants so that after some time uneconomto holdings are alto- 
gether^exempted. 

{Hi) Progressive taxes on agricultural incomes should be im¬ 
posed without delay. It will make the broadest shoulders bear their 
proper burden, and will enable relief to he afforded to tbe poor 
peasant. It will also rectify to some extent the regressive character 
of^'provincial taxes, 

{if}) A graduated succession duty or inheritanoo tax will also 
have the same eflFect and should be imposed at once. 

(v) There should be a better co-ordination between provincial 
and local finances so that both units of administration are able 
lo maintain standards of efficiency in the services entrusted tc 
tl^m. 

(vi) The greatest need is to diversifv the character of provineia 
finance and decrease its unparalleled""dependence on land taxes 
This can be done by encouraging village industries and big industrifi 
in towns, so that there is a better balance between agriculture am 
industry. Tbe development of trade and industry will open out nei 
avenues of taxation* , 

(eii) In order to equalize tax burden, articles and servicas cor 
sumed by the rich should be made the target of new taxes Taxf 
cm trades and professions can be adjusted to the same end throug 
a progressive scale of licence fees. 

{viii) The timid policy of balancing the budgets "somehow ( 
other should be replaced by a bold policy of liberal expenditure ( 
public works and services calculated to develop human and materi 
fosources of the province. It can be done by additional 
or bor rowing. This policy will pay in the long run. We are now 

1 , Ibid.—p, 33. 
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A vidoos circle. We are eoonotnioally backward and poor and can 
not pay more taxea, eo that the reaouroea of the prorinoial Govern¬ 
ments are too limited to bring about eoonomio develc^pment and 
oonseqaent prosperity, and we remain poor. This vioions oirole 
mnst be broken and it can be broken at one end only, viz., the 
State first spsndiog money and developing the resonroea <^the 
province. There is not much scope for economy drive. Wo suffer 
from grave constitutional limitations and cannot touch some 
higher posts or their enaoluments, and it does not look fair to 
lower those who are already low. We can only insist on wise 
expenditure so that the revenues are appropriated for the right 
purpose. 

6. Recent Provincial Finance Provincial Finanoe has under¬ 
gone some vital changes in recent times. 

Under provincial autonomy the zeal of the new ministers to 
improve living conditions in their provinces led to the imposition 
of new taxes. The nation building departments, or the beneficent 
departments as they are called, e.g , education, medical aid and 
public health, agriculture and industry are the charge of the pro¬ 
vincial Governments. Most of the development schemes relate to 
these departments, and they call for an ever-increasing need Sot 
funds. Within a few years gt the introduction of provincial auto¬ 
nomy provincial Governments began looking round for new sohrora of 
revenue. Among the new taxes imposed may be mentioned the 
Sales Tax, Entertainment Tax, Taxon Bales of Motor Spirit JTax 
on Urban Immovable Property, Tax on Tobacco, Tax on Betting. 
Besides these new taxes, Stamp Duties and Court Fees were enhan¬ 
ced in several provinces, 'ihe U.P. Government imposed an 
Employment Tax. The result of these financial measures was to 
make the provincial budgets more diversified. 

Even a year or two before the end of the second World War, 
the air in India was thick with post-war reoonstrnotion seberaes. 
Plann in g oommittees were set up i i the various provinom wbioh 
fixed targets to be achieved in the near future as regards health and 
•dttoatiou. Programmes of road building and other public works, 
mostly irrigation and hydel projects, were prepared. Each provinoe 
eeem^ to vie with the other in putting up an attractive pn^ramme 
of post-war reconatruotion and development of agrioulture and 
industry. Liberal grants were assured from the Centre. But 
provincial responsibility in the matter of financing these sohemea 
was none the leas recognised. These sohemea were bound to aSeot 
provinotril finanoe in recent times. 

On August Ifi, 1947, India was partitioned. The Punjab, Bengie} 
and Assam were split up. The partition was not effect^ in a peaoe* 
ful mumer. Violent communed disturbances resulting in maas miga 
rarion of the populatina, almost oomplete cessation of trade ami 
' mdnstry in the bordw provinces, the breakdown of the tvani^rt 
tystem, the deliberate deatniotion of orops and other property, 
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the pualyais of the maohinary of lav and order—all these factors 
must iaeritably affeot the proriaolal fiiaaoe. Huge soms of 
mooey bad to be spent on the relief aod rehabilitation of the 
uprooted millions. Provinoial expenditure went up by Bs. 29 orores 
betveen 1933<39 and 194*2>43, and the inorease sinoa then was more 
rapid. The factors responsible for increase in expenditure axe; 
6xow*more food oampaign policy, measures of internal security, war 
and dearness allowances, etc. 

During the war, the provinoial budget), as a rule, showed hand¬ 
some surploses which touched the peak leva! of about Bs. II orores 
in 1945-46, It only showed a lack of planning in provincial finance. 
But it proved a blessing in diagnise, for the amount of reserve fund, 
which at one time totalled Bs. 70 orores, become handy to meet defi- 
dts in post-war years and to finance post-war development schemes. 

The tax revenue of the province, however, oontinuea to be low. 
Althoi^h the provinoial revenues registered a threefsld increase 
from 193S-39 to 1948-49, yet the proportion of tax revenue during 
this period actually declined from 74’6% to 65'2%. This only re¬ 
flects increasing dependence of the provinces on Centra) gran ts and 
subsidies. It is necessary to develop provinoial revenues so that 
adequate funds are available to raise the standard of sociid services 
and for schemes of reoonstmotion and developm ent. 

Looking at the principal sources of revenue, we notice a high 
degree of inelasticity. In 10 years 1938-39 to 1948-49, land revenue 
increased only by Bs. 10 lakhs. Bevenue from stamps, excise, 
forests, etc. showed some buoyancy during the war, bat this 
buoyancy proved transitory because after 1916-46 revenue from 
excise Mid stamps showed a decline. 

During the last decade, provincial Qoveraments have introduc¬ 
ed several new taxes. Agrioultuiui income-tax has been introduced 
in West Bengal, Bihar, the U. P., Madras, Orissa and Assam. Sales 
tax is now being levied in all provinces. The other new taxes are 
taxes on betring and gambling, entertainment tax, tax on profesatons 
and trades mad on urban immovable property. Considering'the 
levds of indttstriid and economic development, it appears that 
the limit of taxable capacity has been reaob^ in most of the 
provinces. 

The revmine from taxes on betting excise, stamps and registration 
may be expect^ to dedine as the provinces are pledged to the 
policy of prdiibirioD, decrease in litigation through the creation of 
village panchayats, and the prohibiting of betting and gambling. 
On the other hand, expenditure on security services, dearness and 
food allowances and on debt services cannot be reduced. The 
expenditure on nation-bailding departments must go up. The pro¬ 
vincial expenditure increased by Bs, 177‘75 orores between 1938-39 
and 1948-49. Ol this only 26’7% Is accounted for by social services 
and 23’2% by security services. Much of this increase is due to 
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tu^odnetiTd poBl*waT sohemes or tliose developmemt mhmxm wUdi 
win ta^e long to yield rdBolts. 

This hAe lauded the proTiuoes into fioaueial difflcultiesi and they 
are asking for more and more from the Centre. They are olamouring 
for a greater share of inoome-tax and for more grants and snbsidits. 
The proper remedy is to go alow in the matter of reforms like pro« 
hibitlon. Introduotion of oompnlsory primary edueation, abolition 
of aemindari and prohibition can well wait for two or three years 
so that the provinces emerge out of their present financial dimcul* 
ties and are able to steady themselves. Provincial finance must be 
put on a rational basis^ a better planning of provincial revenues 
and expenditure is needed. Saving must be ejTeoted in expenditure 
on police administration and unprodnotive sob ernes so that funds 
become available for social services and productive projects. 

The advent of freedom and oonsoiousness of political power have 
led the provincial Governments to launch grandiose schemes regard¬ 
less of economic and financial sitaatioo in the country. The resmtant 
spurt in provincial expenditure only accentuated inflation and 
produced chaos in the field of finance. Co-ordination is impossible 
if Governments pursue certain objectives irrespective of costs. It is 
well to remember that social objectives have no absolute para** 
mounioy. For instance the benefits of prohibition may be far out* 
weighed by the evils arising out of heedless taxation which it may 
entail. The new levies may retard the growth of trade and 
industry. **In the case of extension of compulsory primary education 
also, it is well to remember that nothing is gained for the individual 
or for society by scratching the surface of a wider expanse of edu¬ 
cational land, without regard to the quantity of the soil or the kind 
of crop that can be raised, when more intensive and scientific 
cultivation of the areas already reclaimed can give a better and 
richer yield/^ ^ 

As an anti-iofiationary measure, the Central Gavernmemt 
wanted to restrain the provinces in their mad career of reform whi<^ 
meant less revenue and more expenditure. Accordingly a oonfev* 
enoe of provincial Finance Ministers was called. The advice of the 
Central Government does not seem to have been efiective* 
Although every province has tried to avoid deficit budgeting, yet 
they seenr still to go forward on the path of sacrifice of existing 
revenue, levy of fresh taxes and large scale new expenditure. Nearly 
all provinces have manifested heedless xeal for extension of prohibi¬ 
tion. They have indulged in relentless exploitation of revenue 
resources. No regard seems to have been paid to the effects of the 
new taxes on tr^e and industry and on the life of the average 
individual, nor has any care been exercised to see whether they It 
into the framework of public finance concerning the whole country. 
As an instance of overlapping may be mentioned the coincidence of 
local sales tax in Bombay and the Oentral excise which have advert 
•ely affected cloth trade. 

irTSSiaoT^SSiic^ " 
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jPor 1M9-50, the U. P., Madras and Bombay have all alike 
levied new taxes to the extent of Rs. 4 oroires a yevr. Daring the 
Imi two years there has beau a worseniag of th^ obaotio system of 
Central grants, dirisibla pools of rev'ena^ and ihdisorimmata 
prorinoial taxation. Unless a rational system of publio finanoe 
emerges out of this chaos, there oan be no sure prospect of a steady 
progress in the immense task of nation building. What is needed at 
the present moment is to reduce inflationary pressure and to effect 
every possible economy in public administration so that the finanoial 
system does not bt^come unduly rigid. 

Salient Features of the East Punjab Budget. 1949**S0. Bast 
Punjab is our infant province born on August 15, 1947. Kew 
bltths would be less painful, A week before the birth, the parent 
provinoe was engulfed in the rising tide of violent communal com¬ 
motion. The birth of the new province was solemnised by burning 
homes, the cracking of the bombs, throwing of stones, instead of 
flowers, from the house-tops, firing of the shot guns and the 
clanking of the kirpans. The bornb-thrower, the stabber, the fire- 
raiser were all abroad and had a free field for their nefarious 
activities. The peaceful citizen was driven to the wall and had to 
remain confined within the four walls of his castle, the home. One 
big wave of insanity seemed to have overwhelmed all. The 
Damon of Oommunalisna roused by the hymn of hate preached for 
more than a decade was now stalking the land aui roving in search 
of its victims. The landscape, the roadsides, the banks of oanals 
and the railway tracks and platforms were strewn with dead 
bodies. Untold and unimaginable atrocities were committed on 
innocent men, women and children in the name of religion and a 
political gospel. The worst suff^^rers were the defenceless, the aged, 
and the frail women and children Dark clouds of unprecedented 
tragedy overhang the erstwhile land of the five rivers. It was 
under such stars that Eaa'} Paujab was born. 

As a neoossary onsequenoe of the above conditions prevalliag 
in the province, law and order were paralysed, its economy was 
disrupted, the transport system broke down, trade and industry 
had come to a staudstilL BfilHoas of human beings ranged rudder- 
less, without home and hope, without food and clothing and look* 
ed for haven of safety The baby Government of East Punjab found 
itself suddenly saddled with the respoasibiltty of looking after 
these unfortunate uprooted millions. It had to pull out the 
remnants of the natioaa s who had escaped the knifemtu but were 
still stranded in West Punjab, The first ooaoarn was to save life. 
Relief had to be offered to those who were still living. They had 
farther to be rehabilitated. Law and order had to be restored. 
All this meant expense The East Punjab budget naturally bears the 
marks of this rape and ravage. 

Further, East Punjab could not ramain unaffacted by the 
economic and financial crisis which has overtaken the 
oountry. 
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Tli« fliiftl rtvifiied estimates for 1947 48 showed a i^eftdt 
of K». 6,98 lakhs and those for r^48-49 a larger defioit of Rs, 10,88 
ll^fas* 

liOofaiBg at expenditure, the inerease under Polioe is unardd 
able as It was neecssary to equip the police with arms and 
ammunitioD, vehicles, horses, etc* Wireless organisaiion had also 
to be setup. Lest the police staff should sponge on the local 
population, they were supplied free ration®?* Expenditure on 
Education increased because of influx of refujsjee students from 
West Punjab. They had to be granted loans and also given free 
grants to enable them to oontinue their studies Large purchases 
of improved seeds accounted for the increase under Agriculture. 

The Budget estimates for 1949-50 show a dedoit of Rs. 8,66 
fakbs. But it does not represent real defioit. The apparent 
deficit almost equals the expenditure on relief and rehabilitation 
of refugees which is to be paid by the Central Govamment. If 
the promised post-war grant of Rs. 1,50 lakhs is taken into 
account, the Budget for 1949-50 becomes almost a balanced budget. 

Taking a long-range view, Rs. 1,20 lakhs as receipts of the 
Belief and Rehabilitation Department must ultimately disappear ; 
we must also do without subsidy from the Centre which means 
that we must raise an additional revenue of Rs* S ctores. Our 
expenditure is also likely to go up as a result of the normal increase 
in establishment charges on account of the incremental scales. 
We must also assume our full liability in respect of debt, pensionary 
charges, etc. We must also finance our development schemes. AB 
this woudd mean a gap of about Rs. 5 crores in our annual budget 
which will have to be bridged. To this end the Resources and 
Betrenohment Committee, appointed recently, has made a number 
of recommendations. Our hopes are pitched mainly on the Bhakra 
and Nangal Projects. 

In 1949-60 revenue under Taxes and Duties is likely to go up 
mainly ^ ecause the rate of the Sales Tax has been enhanced from 
annas 4 p.c. to Rs. 3-2-0 p*c. 

The normal expenditure of the province is Rs* 14 crores of 
which civil administration accounts for over a third* The Polioe 
accounts for Rs. 3 crores. The present strength of the polioe 
exceeds the pro-partition strength by a third and the pre-war 
strength by more than a half. About Rs. 2 crores each have been 
provided for Education «nd Industrial Development Still the 
standard of social services maintained by the province cannot at 
all be considered satisfactory. We Uck the basic amenities of 
oiviolife. There is thorough dissatisfaction about the manner in 
which the problem of the refugees is being tackled. The benefits 
receive i by the refugees are not at all commensurate with the draib 
on public purse. The vagueness about the expenditure on Bhakra 
and Nangal Projects is slso disquieting. The financial position of 
the province has been described by the Finance Minister as xipt 
un^und. 
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l[^e Budget 1949-60 at a glance 


Revenue Receipts 

(In thousands of rupees) 

Revised Estimate 

Budget EsHmale 

Taxes on income other than 

1948-49 

1949-60. 

Corporation Tax 

2,27.98 

2,04,28 

Net Land Bevenne . 

1,61.82 

1,61,79 

Prorinoial Excise ... '... 

2,22,47 

2,09,29 

Stamps ... . 

39,44 

39,39 

Crests ... . 

64,14 

56,80 

Begistration . 

Beoeipts under Motor Yehiolee 

3,46 

3,62 

Act ... ... 

10,97 

10,79 

1,14,70 

Other Taxes and Duties 

63,44 

Net Irrigation Receipts 

81,86 

1,02,86 

Interest . 

11,63 

13,62 

CSvil Administration ... 

29,77 

28,27 

Beneficent Departments 

76,68 

66,73 

Civil works . 

8,30 

8,91 

Net Electricity Receipts 

36,76 

26,78 

Hisoellaneoas . 

Orant-in-aid from Central 

1,43,32 

2,26,29 

Government . 

Misoellaneons adjustments 

1,76,00 

1,76,00 

between Centre and Provinces 20 

20 

Total Revenue Receipts 

13.46,21 

14,37,19 

Extracniiinary Receipts 

1.00,00 

1,66,80 



_ 

Total Revenue .,. 

14,46,21 

16,92,69 


Expenditure (tbongands of rupera) 

Revised Estimate Budget Eslimaie 
1918-49 < 1949-60 


Land Revenue 

*•* 

47,48 

60,29 

I^ovindal Excise 


11,86 

9,''9 

Stamps 


90 

91 

Forests 


47,29 

48,46 

Registration 


17 

24 

Charge on account of Motor 
Vehicles Act 

• a* 

3,24 

3,44 

Other Taxes and Duties 

**• 

7,86 

7,18 

Irrigation 

*•« 

71,32 

99,94 

Debt Services 

• s« 

67,08 

12,61 

CSvil Administration 

*e« 

6,13,08 

6,14,86 

Baueficent Deptte 


3,66,74 

4,01,02 




pbovincial finance 


Reoited StUmaie 

gvfl Works etc. ... 1,63,80 

MisoellaBeous ... 12,68,26 

Total Bsvenne Expenditure 24,33,61 

Extraordinary Expenditure 1,03,06 
Total Capital Aooounta ... 67,61 

Total Expenditure ... 26,04,68 

Total Bevenne 14,37,19 

Total Expenditure 22,91,72 


Budget JMimate 
1949-60 
1,94,88 
9,83,17 

22 , 91 ^^ 


22,91,72 


PefioH 8,64,63 

Tlie reyenne of the provinoe has registered an all-round 
decline, while the expenditure, especially in Police and Oiyji Admi¬ 
nistration, has increased Behef and Imhabilitation of the refugees 
eats op a big slice of our reyenoes. Excluding expenditure on 
refugees, the cost of Giril Administration aooounts for oyer 40% of 
our total expenditure. In the undivided Punjab it accounted for 
only 33%. Formerly expenditure on police was 14% of the total 
revenue expenditure and now in East Punjab it is nearly 25%. 
No doubt ]^Bt Punjab is a border province but the border defence 
is a Central responsibility and there is not much reason for suoh a 
big increase in police expenditure. When normal times return 
this expenditure most be cut down considerably. A strict scrutiny 
is essential into all items of expenditure. An economy drive should 
be launched without delay. Every effort should be made to put the 
province on Its own legs. 

What is needed most is the development of the resouroes of 
the province. It is only when agricultural and industrial develop¬ 
ment is stimulated that is a permanent solution of the financial 
diffioidties can be found. At present we are not fully exploiting 
even our existing resources. Industrial establishments left by 
Muslims have been lying idle and the lands lie uncultivated. When 
the province is industrialised to the fullest extent possible and when 

r jeots like Bhakra Dam and Nangal bear fruit, the revenues will 
antomstioally developed. Best Punjab is full of potentialit es. 
Determination to work them is needed to make the province srff- 
Bupporting. 

But with all the efforts that may be made to develop its resour¬ 
ces, the Central Government will have to come to its aid for some 
time. Central aid will be needed in building the new capital. Tlw 
prot^ince hae paid a heavy price for the eouatcy*» liberty aud it ia 
only fair that it should recdye » due measure of help from l^e 
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Oixtittl OoTerom^t. The N.-W.F.P. used to get a Bobvention of 
fie. 1 carore per aonam feqm the Centre. A similar sabvention for 
lEaet Punjab will aUo be neeessary. 

8. The Effect of World War II on Provindal i%uaice 

Unlike the Central Finanoe, the Provinoial Finance ia rot so much 
Bobjeot to external inflaences like war. In the ease of the Central 
Qovemment, CnstoicB, Railway SarningB, Inoome Tax* ete., afe 
bound to be affected by war. But tbe provincial beads of revenue 
are not BO affected. It is the Centra] Govemmeot which has to 
finanoe the war. Therefore the atructure of Provincial Finanoe 
haa'not been much moulded by war conditions. Fresh taxation 
measure were passed, i o doubt, during the war but they were 
dictated not so much by tbe war exigencies as by their own provin- 
oial needs for the development of social fuuotioDB. It does not 
mean that people have not suffered from the effeota of the war, 
like food shortage, higher prices, scarcity or non availability of 
neoecsary articles, curtailment of transport facilities and 
certain levies or contributions for war purposes But the point ia 
that no marked changes in the tax systems of provfaiees have been 
made. Provinces had, however, to incur expenditure on A.RP., 
more expenditure on Police, on administrative measures of price 
control and for purchase of wheat and other articles. 

Darmg the war revenues of almost all the provinces have 
hioreased. From under Bs. 85 orores in 1938*39, the total revenues ol 
tM provinces put together have gone up to Bs 190 orores in 1915*46; 

increase in Bombay, tbe U.P., Madras and Bengal was ovei 
800 p.o. These revenues have largely increased on account of tlu 
shave of inoome«tax aocruing to the provinces. The yield of lane 
Yevenue has also increased on account of higher agriouUnral miocs 
Xneieased demand for timber increased tbe yield from forrats. Enter 
toimnent tax and that on Sales and Stamps have also registered ai 
increase. It is simply the higher yield from tbe various souroei 
which has increased the revenue and this is in no way due to tb< 
increase in taxation. The improvement in Sind is due to tbe sale o 
barrage lands and profits from trading Tbe provinces hare lEifilowei 
a policy of maximum revenue and minimum expenditure. 

Every province has been building up funds for post'War re 
oonstruotion. Tbe Punjab has also built up a Peasants' Welfei 
Fund and a Special Development Fund. 

We find, therefore, that World War II has ooasidembi 
strengthened the financial position of the provinces Now that tb 
war is over the expenditure will go up, whereas tbe revenue wi 
drop. 

LOCAL FINANOE 

9. Introffactory. The problems of local finance are annlogoi 
to those of Central and provindal finance. In each oase^ tt 
euttaorities are anxious to rase the level of ejOfictenoy of the fuh 
tions disoharged by them aud to develop their reveune for tl 
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mepoat). Looal finance, too, is ezpeotedl to oonflorm to the we&> 
lue^ <M(i»»n8 of taxation, tdz.. ecjualHy, eoanomy, tortaini^, 
omivemcaoee, prodnotivity and elasticity. 

Bat there are slight difierenoes. There is a differenoe in the 
basis of assessment, immoxable property being the main baahi 
of the looal finance. In the national finanoe uniformity is easentis] 
and more important; whereas in the looal finanoe there is greater 
▼ariety, because the tax must suit the looal conditions. Moreorer, 
the national finanoe pays more homage to the principle of equity, 
whereas the local finanoe lays more emphasis on the Imnefit theory. 
Lastly, the looal finanoe is of a muoh smaller magnitude. 

Let us see whether local fiuauoe in India is equitable as wdl as 
adequate to the needs. Important units of our local self^goTemo 
meat are the Municipalities and the District Boards. 

10. Municipal Finance. The municipalities have to perform 
a number of functions both obligatory and optional. They must 
provide for sanitation and public health, paving and lighting of 
streets, maintenance of roads, supply of water, and ednoational 
institutions for primary and secondary education. They m^ also 
open public libraries, maintain museums, pablto parks, etc. For tiia 
performance of all these functions money is needed. 

Aooordiog to the faxation Enquiry Oommittee, the mttnioipid 
snurees of revenue can be arranged under four beads— 

(t) Taasea on trade like tdUs, terminal taxes and Octroi 
duty ; 

(tt) faioee on property, e.y,, house taxes on building sites, 

({») taxes on peraous, e.g., taxes on pilgrims, domestio 
servants, dogs and other animals and taxes on 
oiroumstanoes, professions, trade and eiditngs. 

(is) Fum and Ltcssnces—Fees are charged for oertain speeifie 
servioes rendered, such as sohool fees, scavenging' 
fees, water supply, provision of mwkets and slaugh* 
ter houses, etc. The object of lieences is also to 
regulate a certain activity, such as vehiolea^ and 
those for dangerous and offensive trades* Cornoia- 
tions and other bigger numioipalities derive large 
incomes from public utility servioes such as sap|ffy of 
dieotrioity nr gas, boa or tram service or any other 
similar oommerdal undertakings. There were in 
103d>hO, 756 munioipalitiea and to their total ineome 
of Be. 44,31,42,163, rates and taxes oontributed 
13,71,43,37,4, and other sources Bs. 30,50,98,794, 
Inoidenoe per head was Bs. 8-7-6. 

Df these, taxse under oat^ory (»), e»z., ootroi, tolls and ternti* 
ntl taxes, very objectionable. They hamper trade, are a eonroe 
«f great inoonTenieaoe, especially their system of rafunds* and. 
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above all,' (iiw are regresaive. There ia alao a [lot of evasicm 
on aoooaat of laxity of auperviaion. In short, the octroi duty 
offends against ail canons of taxation. The Taxation Enquiry Com¬ 
mittee suggested for its repUoement by some sort of sales tax. In all 
other oountdes octroi duty has praotioally disappeared from local 
finance, and tax on property has come to occupy a more important 
plaee. It ia really regrettable that octroi duty with all its ob|eo- 
tionable features still dominates the municipal finance in India. 

11. Financing of Oiatrict (Rural) Boards. India is a land of 
villages and nine-tenths of her people live in rural areas. The 
District Boards which are supposed to look after the interests of 
these people must naturally be the most important unit of lo<nd 
self-government. But being not very vooal, they do not loom so 
large in public eye as the municipalities. 

The District Boards are charged with the upkeep of roads, 
bridges, ferries, etc., maintenance of schools, dispensaries and 
other public health arrangements. The most important souroe of 
their revenue consists of provinoiai rates or snroharge on land 
revenue collected along with land revenue by she provincial 
Governments. The Distriot Boards have been given the discretion 
to levy these rates within maximum and minimum limits (6-| per 
cent, to 12^ per cent, of land revenuel. They get some revenue 
from the civil works and other misoeilaneoua sources. The Distriot 
Boards in East Poniab have imposed hauiyat tax and profession tax. 

The bulk of tbe Distriot Board revenue is derived from the 
provinoiai rates levied at a flat rate on the land revenue. Being 
not graduated and adjusted to the ability of the tax-payer, the pro- 
vltioial rates violate the canon of equity. It is open to the same 
objections as the land revenue. \V e have to take shelter under the 
n eaximnm that ‘an old tax is no tax’. It shows the same lack of elasti- 
oily as land revenue. The iutrodnotion of the sliding scale system of 
Lamd I^venne in East Punjab has made it a fluotuating source of 
income. 

And t^ian, the total revenne of aJl the District Boards in British 
India is <mly Ka. 17 orores. With this amount the District Boards 
atb eiqieoted to provide ednoalion, hospitals, preventivs measurea 
against epidemics and then to build roads oonneoting all the 5,00,000 
viliageB. T^eis no wonder that there are thoasaads of villages 
Without a school, without a dispensary and without any road. The 
District Boards suffer from the paucity of funds. It will be neces¬ 
sary, therefore, to increase substantially provincial grants and, as the 
Taxaticm Enquiry Oommittee suggested, to standardize the land 
revenue at a low level leaving a wide margin for the Distriot Boards 
to tap through a local cess. In recent years there has been a 
tendency either to increase the cess or, as in flfadras, to add to the 
numbw of ceases. The looal rate sboodd also be made progressive. 

12. Meagre Local Resources. Large pow ers have devolved upon 
the local bodies as the outcome of recent oonsititatiaaial changes in 
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Xndiftk The taJige ef fonotiena which the local bodies are called 
apon to perform is indeed rery wide and varied. The serviora like 
education, medical aid, aanitation, and improvement of means of 
oommunioation—which we expect the Municipalities and Distriot 
Boards to perform—are of great national importance. Considering 
all this and the area and the number of people involved, the resonroes 
at the disposal of the local bodies in India must be unhesitatittg^y 
pronounced as extremely meagre. The total revenues of all the rural 
boards of British .ndia in 1927-28 were less than £i million, but in 
England and Wales, having not more than one-thirtieth of population 
of British India the amount raised by rates was £27 million. Loosd 
rates of all kinds, rural and urban, produced in British India in 1927- 
28 about £12| million which is only a little more than the income 
from rates of the London County Council.^ In 1931-32, the total 
expenditure of the local bodies formed only 11 per cent, of the 
total Central, Provincial and Local expenditure. The expenditure 
per head came only to Es. 1-1-0. What miraculous achievements 
can we expect from such paltry sum spent per head especially 
when it is to be distributed among the numerous items of local 
expenditure ! England and Wales spent in 1929-30, per cent, 
of the total expenditure on the local bodies which came to 
£10, 178. per head in the U.S.A. local expenditure was 56 per oent. 
and in Japan 50 per oent. ot the total pnblio expenditure.* 
Expenditure on various social services by the municipalities, in 
the Punjab, amounted to Ks. 6-8-0 per head.® With such a 
small expenditure, our local bodies cannot attain or maintain 
anything like modern standards of administration. This explains 
why oholera, bubonic plague and small-pox cases in India 
exceed those in the rest of the world put together, and that 
there is so much leakage and wastage ia our eiuoation. Of 
those who join a school not man/ reach the middle standard 
and those who leave the school, soon lapse into illiteracy. 

Among the causes which are responsible for this stringeboy 
in the local finance may bo mentioned (i) the general poverty 
of the peo{fie and low taxable capacity ; (tt) uawillingness of 
those who are rioh to tax themselves ; (ui) lack of courage on 
the part of city fathers. They are afraid lost they should become 
nnpopular and not be elected next time. This results in under* 
asaesament or ncn-aasesament of certain sources. Political pressure 
hw prevent them from making a full use of their powers of 
taxation. 


l. Indian Statutory Commission Report, 1930, Vol. I, p 888. 

!!. Boonomio Problems of Modern India, 1941, edited by fiadha Kama! 
Mukerjee, pp. 436*31. 

3. Malbotra, D. K.—Finances of Local Boards in the Punjab, Paper 
read at the 28th Indian Eoonomlo Coolarenee. 
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(iv) Lax mperrision and inefficient adndniatration resnltitig 
in evai^n and aocnmnlation of arreacs. Tbis fact Hal betifii 
noticed in l^e reports of the working of local bodies in alnuMlt 
«Q the provinces. 

(«) Extensive jnrisdiotion and spbwe of work of the loot] 
bodies. 

(ta*) Bttt the most fnndamental oause is the wrong idlooation 
of resonrees between the Central, the provincial and the local 
finance. In other countries land taxes are exolnsively Ihft to 
the local bodies but in India, the provincial Governments have 
the land tax as their mainstay, becanse they have been 
deprived by the Central Government of their legitimate sources 
Ifite the income-tax. 

(aii) The recant taxes imposed by the provincial Govemmente, 
e.p., ^es Tax and Urban Immovable Property and Entertain¬ 
ment Tax have encroached upon the potential sources of lomd 
finance. 

The local bodies unwisely launched schemes of eduOaticm 
and medical relief beyond their means and this has landed them 
into financial difficulties so that standards of their services are 
poor, and their emjdoyees are faced with newer and larger cuts 
in pay. . 

(fx) In the case of District Boards, the disappearance qif 
Pmehayots consequent upon administrative oentrauaation made 
them> on the one hand, unable to tax the people who can pay, 
and increased their responsibilities on the other. The Panchayafa 
with their local knowledge are in a better position to tap the 
taxable capacity of the people. 

These are some of the factors which aoooant for the 
inadequacy of the resources of our local bodies and which prevent 
then fncm playing their due part in our national economy. 

13. Bow to loEtprove the Resources of die Local Bodios. We 
have seen how inadeqaacy of the fesonroes of the local bodies 
lumpers them from a proper and efficient discharge of their fane* 
IsienB. We have also tried to account for their inadequacy, 
^e main problem of the local bodies is to imptore and develop 
resoutees. 

We must say at the outset that on account of the chronic 
poverty of the people, there are serious limitations in discovering 
new sonroes or levying fresh taxes. Something oan be adhieved 
by stiffening up the administrative machinery so as to ensure 
efficiency and integrity. Till the people and their representatives 
in the local bodies come to cultivate a sense of full oivie 
responsibility, a strict control must be exdreised by the provincial 
Governments to ensure that there is no under-assessment, 
omission of assessments, accumulation of arrears or any 
o^Ugenoe in extracting the Utmost jfrom the existin gresouroes. 
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espwidftare side, too, maat be sabjeoted to striot vapeiv 
vuioa 80 Ihot estravaganoe, misappropriation or any impropor 
use of tbe pablie money » rendered difficult. Efficieney and 
Integrity in oolleotion, and pmdeaoe and economy in expendUaro 
are tbe neoeseary oomplementa of any system of public finance. 

Tbe Taxation Enquiry Committee made the folio vring sugges* 
tione Ibr the improvement of local finanoes :— 

({) Land revenue should be standardized at a losr rate to 
leave a margin for local taxation. 

(ii) Tbe looal bodies abould be given a share out of pro* 
vjaoiiiil, Oovemment's ooUeotion in ground rents and from an 
increase in the rates of non-agricultural lands. 

(t») A tax on advertisements should be levied by ^ 
municipalities. 

(te) Provincial Qovernments should allov a share out 
entertainment and betting taxes to tbe looal bodies. 

(o) Taxes on oiroorpstanoes, property and professions should 
be fuller ampUfied. 

(vt) The Central Government should reduce import doty on 
oars and let the provincial Governments levy a surcharge for the 
benefit of the looal bodies. 

(oii) The local bodies should levy a fee for the registratloir 
of marriages. 

(mt») The provincial Governments should snbsidize certain 
swvicoB of national importance srhioh are nov performed by 
looal bodies not merely to supplement their resources, but also 
ensure efflpiwoy* 

To these soggestkinB we may add : 

(ta^) Provinmal Governments should surrender a large part, 
or whole, of the proceeds of motor vehicle taxation and allow a 
share in new taxes like the Sales Tax, Immovable Property Tax 
aofi Entertainment Tax and a part of tax on agricultural inoomw 
which should be imposed forthwith. 

(k) Tbe local bodies, especially the muaioipaliti«>, ah(»tid 
tap the hitherto utterly neglected snuroes of productive undmiidi' 
ings of a oommmcial nature, e ff., monopoly of the sale of tobaaoo 
and of petrol, cinemas, public utility services like ele«^rioily<, 
loeal transport services, sewage farms and sale of manure. 
All progressive muuioipalities in other eountries have made n 
welcome increase in their resources by extending the sphere of 
municipal trading and enterprise. This is a veiy fruitful soanu 
of revenue, and it ig a pity that it has beau neglected so far. 

m 

(xi) Another source which has been little tapped so far is 
that of special assessment. If a property benefits from an 
^jf^veu^Ut made by n municipality, e.g., a tarred toad or an 
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tuodergnmnd aewer, it is only fair that the owners sboold pay in 
proportion to the benefit oonferred on their property. Speoial 
assessments are very widely used in the U. o. A,, the Doited 
Kingdom and on the Continent, and there seems to be no reason 
why it should be neglected here. Perhaps the vested interests 
Stand in the way. The control of an epidemto may be of general 
itnportanoe; but a dispensary, a reading-room, a park or a 
playground benefit particular locality more and the iMnefioiaries 
shovdd not hesitate to pay 

(»ii) A very large portion of expenditure on education, 
madioai relief, sanitation and public he»altb, and on the main- 
tenanoe of big roads providing inter-district traffic should be 
borne by the Proviuoial Exchequer, because these things are of 
more than merely local importance. 

(sin) When all this is done, it will still be necessary for 
the provinoial Gkivernments to give liberal grants or sqb* 
ventions. 

(Tiv) Borrowing should be resorted to more freely than is 
done hitherto, especially for financing municipal trading and 
enterprises and for making improvements wbioh will benefit future 
generations. 

The general impression is that the local bodies are themselves 
not honestly trying to help themselves, and they generally rely on 
provincial favours. Toey are not raising ail the revenues that 
they can and do not get money s worth from the moneys they 
raise and spend. This must oease if local administratiou is to 
improve. 

14. Critical Review of the Indian Financial System. Nd 
system of finance in the world can oiatm perfection, but the Indian 
system has more than its ordinary share of shortcomings We 
shall consider its drawbacks from two points of view, viz, (1) defects 
in the system of taxation ; and (2) defects in public expen- 
dfture. 

Crilieiam of the Indian Tax Syatem. The Indian tax system 
is haphazard, and has not been soientifioally planned to bring 
abont a progressive development of revenues. It has been moulded 
by the exigencies of time, the main oonoern being to balance the 
budgets. Little attention seems to have been paid to the 
inoidenoe of taxation and its effects on production and dis¬ 
tribution in the ooantry. Budgeting, as Sir Walter Layton would 
put it, has been ‘tight fit’ without any provision for unexpected 
and unforeseen expenditure which is, therefore, generally met by 
borrowing. 

There is also an element of uncertainty in the Indian bndgnts, 
the one big factor upsetting the calculations being the monsoons. 

» Besides, our reaonroes are in^equate and inelastio. 

Further, legislative control over finance is strictly limited, 
Abocd 80 per cent, of the revenues being non-votable. 
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undermines willingness to p%y taxes, nnd henoe the taxable oapaoity. 
It also weakens the sense df responsibility in our legtslatonrs, 
besides making the reforms look farcical. 

Another oharaoteristio of our tax system is its traditional 
conservatism. Taxes, like the land revenue, and excdae revenue, 
continue in spite of almost universal orittoism^ 

We must also notice that, unlike other advanced countries, 
direct taxes in India play a secondary role, indirect taxes being 
the mainstay* Undeveloped state of direct taxation is one of the 
gravest defects of our tax system. 

Another serious defect is the regressive character of oxir tax 
system* It offends against the canons of equity or equality of 
sacrifice. It discriminates agadnst the poor and in favour of the 
rich. Income-tax is the only tax paid by the rich, and even here 
the progession at higher levels is not so steep as it ought to be. 
Land Revenue, Oustoms, Excise and even Railway Pares are 
in the aggregate contributed by the poor. Absence of Suooession 
Duty, tax on agricultural incomes, and on windfalls accentuates 
this regressive character. *‘A poor cultivator/*' remark the Indian 
Statutory Commission, **who not only pays to the State a sub¬ 
stantial portion of income from land, but also bears the burden of 
the duties on sugar, kerosene and salt and other articles of general 
consumption seems to receive a very different treatment from the 
big zamindar whose agricultural income is wholly exempt from 
income tax.^ Professional middle classes and business community 
escape paying their due share with the big landlord. In the words 
of Prof. K.T. Shah, ** Richer classes escape relatively with much 
lower burden even though their ability to bear or evade such 
burdens is much greater, while the poorer classes who cannot escape 
from much burdens have to bear the lion*s share of the burden 
with less than lamb’s capacity to shoulder them.”* Introduction of 
protective tariff accentuated the burden on the general public* 

Allocation between Central, Provincial and Local finance is 
defective, so that first starves the second* and second in its turn 
starves the third. 

Cfi^tcwm of Public Expenditure. Public expenditure in India 
has been steadily growing. But there is nothing to be alarmed at 
this, provided the expenditure is wise and is calculated to develop 
the human and material resources of the country, and it is here 
that our public expenditure offends most 

Public attention in India has always been focussed on the 
defence expenditure of the country, the objection being taken to 
the huge dimensions to which it has grown, to the foreign element 
in the army and the purpose for which It is kept. Army and 
Defence services ore said to absorb about 25 per cent, out of our 

1. Vida Heporfc, Vol, I, im, pp. 834-35. 

2* Sbsb, Review of ladiau Finance> 1927-34# p, 4S* 
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lota! revenues. For some time it was the highest in the world. In 
1935*96, Indian expenditure on defence services was 24 per cent, of 
her total expenditure, in the United Kingdom 15 per cent., in France 
16 per cent, in Germany 17 per cent, and in Italy 21 per cent.^ Sir 
Wfidter Layton in his report says : ** An outstanding feature of this 
summary (of the financial position) is the high proportion which 
current expenditure on defence bears to the total expenditure of the 
Central Government—a higher proportion in fact than in any other 
country in the world, JSecurity is, of course, essential if production 
is to develop, but it cannot be claimed for expenditure on defence 
either that is mere redistribution of income or that it promotes 
productive efficiency. Again, *her (India’s) expenditure is between 
two and three times as great as that of the whole of the rest of the 
Empire outside Great Britain’.^ India does not even seemjto have 
benefited by the conditions of world security after the war (1914-18), 
and her defence expenditxire continued mounting up even after 
allowing for the rise in prices. 

It is also contended that the Indian army is kept for Imperial 
purposes. Lord Esher’s Committee in 1921 considered Indian army 
as a unit in Imperial Defence. 

Indian public opinion objects to the keeping of such a standing 
army on a war footing in peace times. If money is to be spared for 
more important schemes of social and economic development, the 
defence budget must be drastically out down. Indiankation of the 
army, introduction of compulsory military training for all Indian 
yootl^, cultivating good relations with the neighbours and sharing 
the advantages of the common Imperial defence system will enable the 
necessary reduction in our military budget. 

Another very objectionable feature of our public expenditure 
is the costly top-heavy civil administration. Oar Civil Service is 
admittedly the costliest in the world. **rhe official salarywithout 
redconing aliowanoea or other advantages*-averages Ks, 3,000 per 
month as against corresponding average ofBa. 1,000 pet month in 
the United Kingdom.^ A poor country like India can ilLafford 
to pay such high salaries. Indiankation has not been belpfol in this 
direo^on ; for Indians have also been given the same salaries as the 
Englishmen. These high levels must be considerably scaled down, 
The highest salary in India that, in our opinion, corresponds to our 
per capita income may be put at Bs. 1,000 per mensem. The salaries 
at the other end are too low. A salary of Rs. 60 or Bs. 20 is a mere 
joke. Mr. Anthony, representative of the Anglo-Indian community 
m the Central Assembly, described, in the course of the famine 
debate held in November, 1943, ‘*our administrative machinery is 
unbalanced, ‘Vhioh, at the top, is over-paid and mentally famished 
and at the bottom is undei^aid and morally famished.’* The 

1. Ahmad, Z.A.—-Public Bevenuas and Expenditure in India, 199B, p. 48* 

2. Indian Statutory Ccmmxssion Beport, Vol H, pp. 216-17. 

S. K.T, Shah—Beview of Indian Finance, 1S27-34, p. 16. (footnote) 
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minimum salary should be a( least Bs. 50 p.m« The gulf between 
the nigh and the low must be bridged as much as possible. We shall 
have to frame our own scales of salaries. 

The debt aervioes cut off another big slice out of our revenues. 
When it happened to be an external debt, it was a dead loss. 
Fortunately, we had paid all our foreign debts now. 

The net result of high military expenditure and tojp*heavy 
administration is that the bulk of our revenues are o nsumed merely 
in running the Goverrimental machinery and not much is left for 
beneficent activities, so that economic and social developments are 
impeded. It is said that in India only 12 percent, is spent on 
nation* building departments and 88 per cent, on running the Govern* 
ment.^ In the words of Sir Walter Layton, She (India) is incurring 
expenditure on the primary functions of Government, such as 
defence and the maintenance of law and order, as high in proportiotx 
to her wealth as western nations* Her expenditure on social 
services, such as education, health, sanitation, etc., on the other 
hand, is far behind western standards, and, indeed, in many direc* 
tions is almost non*exiatent.” Again, it should be possible to 
stimulate production and increase the welfare of the people by 
public expenditure designed to give greater economic security (by 
irrigation works, improved and more varied methods of cultivation, 
etc.,), better physical well-being (sanitation, water supply, improved 
public health, etc.) and education. Indeed taxation may be the only 
practicable means of creating a better and more secure livelihood.®^* 
In 1935-36, law and order, including the military, absorbed 34 per 
cent of our receipts.® 


When so great a proportion of our receipts is absorbed by the 
dlementary functions of the State, expenditure on social services 
must needs be very small. Our total expenditure on education 
(Oeniral, Provincial and Local) came to 9 annas per head in 1931-35 
as against Ks. 19 in the United Kingdom and Bs. 55 in the U. S. A. 
Expenditure on medical aid and on agricultural and industrial 
development lb equally small. Nothing is spent as yet on poor relief, 
social insurance like health and unemployment insurance and old* 
age pensions. Expenditure in 1945<46 per head on the various items 
is given below.^ 


Military Services 

Police, Justice, Jails, Convict Settlements, etc. 

TiCducation 

Medical 

Public Healtb ... ... 

Agrioiiltura ... 

Indus iries ... 

Scientific Departments 


Ks. as. ps* 

0 13 

0 7 11 

0 7 2 

0 2 3 

0 0 U 

0 1 7 

0 0 6 

0 6 6 


b Malani and Soni—Indian Kconomics, 1934, p. 609. 

2. Indian Statutory Commission Report, Vol. I, pp. 907-908. 

3. Ahmad, Z,A.—Public Revenues and Expenditure in India, 1938. p, 83. 

4. Ibid, pp. 64-66. 
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Them figures need no oomment. Our State is frankly yet a 
*’Polioe State, and it has still to enter that era of social servioes in 
which other countries liave travelled far. The bulk of our public 
expenditure is not incurred in such a manner as to bring about 
economic development of the people and improve their taxable 
capacity. 

There Is another aspect of our public expenditure to which we 
may also refer The standards of service maintained by different 
provinces widely diverge. The poorer provinces which need the 
help of sociai servioes most, are not able to do much in the matter 
on account of the paucity of their funds. Their services are praoti* 
cally starved. Such a state of affairs is notg conducive a barmo- 
nious and all*round development of the country. 

We may now conclude by saying that a modern State is not 
merely a tax-gathering agency, or one for merely maintaining peace 
and securily. Ethical considerations must dominate our financial 
system. Equity in finance is a counterpart of democracy. Public 
finance should be designed as a means of social and economic 
reconstruction. Viewed in this light, our tax system needs overhaul¬ 
ing and our public expenditure requires drastic changes. Reduction 
of land revenues, and water charges, exemption of articles of neces¬ 
saries of life and mlllstores from tariff and subjecting luxuries to a 
higher duty, disappearance of the excise revenue, taxation of agri¬ 
cultural incomes on a progressive scale, steepening of progression m 
higher levels of income-tax, lowering a bit of the minimum 
exemption limit and levying of succession duties and taxes on 
windfalls are some oi the measures that must be taken sooner or 
later. 

But if of necessity the tax system continues to be regressive, 
at least public expenditure must set this balance right. As a matter 
of fact, we should, in the present circumstances, look more to 
changes in public expenditure to undo the maladjustments of our 
financial system. Only a heavy reduction in the military and civil 
administration expenditure can enable us to introduce an element 
of social justice in our financial system. Public expenditure should 
be so designed as to benefit the peasants, the factory workers and 
ether poorer sections of the community more and more. At present 
everything is being done on a small sc^e. Shall we also not have 
our ** Beveridge Scheme” to provide the Indian masses security 
from want and fear i 

Prof. Vakil makes the following suggestions that could have 
been adopted to safeguard the interests of our own Dominion : 

1. The Government of Pakistan should have mobilised the 
Government of India secnrities held by its nationals and exchan¬ 
ged them for its own securities of equivalent value. These 
securities could have been handed over to the Government of India 
and to that extent Pakistan’s liabilities could have been reduced. 
Instead of the Government of India paying interest to Pakistan 
nationals the Pe&ietan Government would have paid it. 
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2. As Pakistan is known to have a large exportable surplus 
and is estimated to have a favourable balance to the extent of 
Rs, 47 orores a year, a speedier settlement of amounts due from 
Pakistan should have been insisted upon* 

3. There should have been an economic and commereial agree¬ 
ment as an essential corollary to the Financial Agreement* 

4. Division of assets and liabilities of the Punjab and Bengal 
should have foimed an integral part of this agreement. 

15* Financial Provisions in the Draft Constittition of India» 
1948. 

(1) There are certain duties levied by the Union but collected 

and appropriated by the States, e g,. Stamp Duties and 
Excise Duties on medicinal and toilet preparations* 

(2) The following duties and taxes shall be levied and oolleoted 
by the Government of India, but shall be assigned to the 
States : 

(а) Succession Duties and Estate Duty on property other 
than agriouitural land ; 

(б) Terminal Taxes on goods or passengers carried by rail 

or air ; 

(c) Taxes or railway fares and freights. 

(3) There are taxes levied and oolleoted by the Union and dis¬ 
tributed between the Union and the States, e g,, taxes on 
income other than agriouitural income. 

(4) The Union Parliament can levy surcharges on certain 

duties and taxes for its own purposes and the whole pro¬ 
ceeds shall form part of the Union revenues* 

(5) The Union may levy and ooUeot certain taxes and may 

distribute the proceeds between itself and the States, e 
Excise duties other than those on toilet and medicinal 
preparations. 

(6) Export duty on jute or jute products shall not form part 

^ of the Union revenues but shall be assigned to the States 

in which jute is grown. 

(7) There is a provision for the grants-in-aid from the Centre 

to the Stases needing such assistance. These are to be 
given to enable such States to meet the cost of such 
schemes of development as may be undertaken by the 
States with the approval of the Government of India, 

(8) The State Legislatures shall have power to make laws with 

respect to taxes and prafesaions, trades, callings and 
employment for the benefit of the State or of Municipality 
District Board* Local Board and other local authority. 
But the total amount payable by a person shall not exce^ 
Bs. 260/- per annum* 



ms 


INMAN ECONOMICS 


(9) Five years after the commencement of the Constitution 
and every fifth year thereafter a Finance Commission 
shall be appointed which shall consist of a chairman and 
four other members appointed by the President# The 
Commission shall make recommendations as to*- 

(а) The distribution between Union and the States of the 

net proceeds of taxes which are to be distributed 
between them and the allocation between the States 
of the respective shares of such proceeds ; 

(б) the principles which shall govern the granta*in-aid to 

the btates out of the revenues of India ; 

(c) the continuance or modification of any agreement 

entered into by the Union with any State as regards 
the levy, collection and di^ribution of any tax or 
duty leviable by the Government of India in such 
State ; 

(d) any other matter referred to the Commission by the 
President. 

(10) The Union or State may make any grants for any public 

purpose. 

(11) Rules have been provided for the custody of public 

moneys. 

(12) The property of the Union shall be exempt from all taxes. 

(13) The Union Government can borrow upon the security of 

the revenues of India within such limits as may, from 
time to time, be fixed by Parliament. The State Govern¬ 
ment can also raise loans in the same manner. 

(14) The Government of India may make loans to States 

subject to such conditions as it may think fit to impose. 

The allocation of revenues in the proposed constitution is 
substantially on the same lines as laid down in Government of India 
Aot, 1935. The new arrangements sufier from the old defects. Over¬ 
centralisation of revenue powers will only continue the present 
rigidity of the financial structure. As a consequence, the potential 
sphere of provincial autonomy is very muob curtailed. The expand¬ 
ing resources still remain with the Central Qotemm**nt, whereas^ its 
funotions are more or less stationary, whereas the States are saddled 
with the responsibility of developing beneficent activities, but they 
are provided with stationary or even declining revenues. The main 
sources of provincial revenues will be Land Revenue, Exoke and 
Stamps and in certain provinces forests and irrigation. The Union 
Power Committee has recommended that prcoeeds from certain 
Central sources, viz,, customs, excises, export duties, taxes an income 
other than agricultural income and taxes on companies should be 
distributed in reasonable shares between the provinces. Bast 
Punjab, Assam and Bihar will normally rely on Central aid. 
Provincial subventions will have to be given to them to mitigate 
mter*provinclal disparities. 



PROVINCIAL FINANCE 


699 


Sujt^stioiu For Further Reading 

1. Ambedkar—Erolation of Provinoiel Finanoe in IndUa. 

2. Ahmed, Z.A.—Publio ReTenna and Expenditure in India. 

3. Vakil and Patil—Finance Under Prorinoial Aatonomj. 

4. Shafaat Ahmad—Federal Finance. 

6. Report of Indian Taxation Enquiry Committee, 1924>25. 

6. Ramaswauny Aiyangsr—Some Trends in Modem Publio 

Finance. 

7. Kale—India’s National Finance Since 1921 

8. Dubey— Indian Public Debt. 

9. Vakil—Fiscal Developments in British India. 

10. Shah, K. T,—Review of Indian Finance, 192; -34. 

11. Qyan Cfaand—Federal Finance. 

12. Thomas, P. J.—Growth of Federal Finance in India. 

13. Misra—-Provincial Finance. 

14. Reserve Bank Reports on Cnrrenoy and Finance. 

15. N. P. C, Report on Publio Finance. 



CHAPTER XXXIV 

ECONOMIC PLANNING IN INDIA 

L Laisaez-fain ruled the miade of people and governed the 
economic poUciee of nations for a long time. It was believed that 
free«play of self^intereet was conducive to maximum individual 
benefit. It was argued that the consumer would be benefited by 
lower costs and the producer by higher gains. In recent times, 
however, Jaisaez*faire has lost its old and there is a swing-back to 
State-interference. Thus, today, the issue is not between a plan 
and no plan but between degrees of planning under State auspices. 
As Pandit Nehru says : ‘‘The idea of planning and a planned 
economy is accepted now in varying degrees by almost every one.” 

In the short space of thirty years the world has been shaken to 
its very foundations by two world wars. The second one was more 
devastating than the first and the next one fs bound to do even 
more havoc. The Church and the State have so far failed in putting 
a stop to such cataclysmic upheavals. It is the economist’s turn now. 
If he plays hie innings well enough to secure co-operation of ail 
countries of importance and succeeds in raising standards of 
living of all people without distinction of colour and creed, he would 
have achiev^ his end. Obviously India cannot pull its full weight 
towards world recovery so long as she is a land of hunger, disease 
and misery. '‘Due to dependency rule her citizens are i still) full of 
apathy, indifference a«ad fatalism. Their working calibre, both 
individually and in a collective capacity, has suffered grievously and 
their living conditions brought to the verge of dit aster. 

The standard of living is low and the vast majority of people 
live in wretched poverty. There is an ever-present mtmaoe of 
rapidly growing population due to the handicap of ill-developed 
resources. The per capita income is low. The following compara¬ 
tive figures ate an index to the miserable poverty prevalent 
in India. 


U.K. 

1931 

... £76 

U. S. A. 

1931 

... £ 89 

Germany 

1925 

... £39 

U.S-S.R. 

1926 

... £10 

Japan 

1926 

... £ 14 

Egypt 

1938 

... £21 

India 

1931 

... £ 6 


1, M. ViBveavaraya’a address at the All-India Manufacturer®' 
Orgamsation. 
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Er^li this, bowevop, does not provide a tme pictnre of the 
dreadfhl condition of the poorest claases whose constitnption is next 
to nothing. The Bengal Famine of 1943, and ottr present dependence 
on foreign food supplies have proved the need for increasing the 
prodnotion of food grains in this country. In 1933 Sir John Megaw's 
report revealed that only 39 per cent, of the people could be said 
to be adequately nourished while 41 percent, were poorly^ and as 
high a proportion as 20 per cent, were very badly nourished. 
Dr* Aykroyd speaking of India as a whole, more recently, said that, 
“there is no doubt that a high percentage of the population does 
not get enough to eat** and he places the proportion of the total 
population which is normally under fed at as high a level as 30 
per cent. 

Further, there is not ob.y the inantity of food supply that is 
deficient, but its composition is also unsatisfactory. The first 
report by the Interim Commission on Food and ^riouUure says : 
“We now know that certain diseases, which affect an immense number 
of people, are caused solely by the failure to get enough of the right 
kind of food.** It has been demonstrated beyond doubt that pro¬ 
tective foods like milk, green vegetables, eggs and fruits are essential 
for the growth of health and efflolenoy of the human organisittf 
india is not producing them on a suflScient scale. Hence the high 
rate of mortality. 

The lowness of the per c ipitu income Is due to the lop-sided 
development of Indian economy. Too much dependence on agri¬ 
culture keeps the standard of living low. Gandhi an economy based 
on the self-sufficiency of the village will remove unemployment but 
will not give the people an opportunity to enjoy a higher standard 
of living. For that, industrialization of the country is essential. 
Only then can the Indiana have any hope of better housing facilities, 
more clothing and adequate medical attention. 

' It is thus clear that there is an urgent need for planned 
economy due to the defects of the present system which may 
briefly be summed up as (a) sufficiency of production, (6) instability 
of economic life and (c) inequality of distribution. 

Insufficiency of production is due to the unemployment or 
under-employment of factors of production. This is due to the 
fact that for her present stage in development, Ind a is over- 
populated. Her resources are vast no doubt but they are not fully 
utilised. She does not possess enough capital, nor d<^s she have 
enough machines or technicians. Most people in the vilkges—apd 
no less than 87 per cent of them—live there—would etill be an orna¬ 
ment to the middle ages. 

It is an undisputed fact that Indian economic life k unstable. 
Agricultural life is at the mer<^ of an nnoertain rainfall, 
partition of the country into two dominions has made things worse. 
Most of the canal-irrigated ar eas in the north -west have gone over 

b Nutrition ; W. B. Aykroyd, Oxford Pamphletp on India* 
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to Pakistan. India has thus to depend on foreign imports for }ai|(e 
quantities of food and Industrial raw materials like jute and cotton. 
This dependence has resulted in a deficit of over Rs. 96 orores in 
India’s foreign trade in 1948 49, 

Besides, there are large inequalities In the distribution of 
India’s national income. Prof. K. T. Shah and Mr. Khambatta 
conducted an investigation in 1924 in the distribution of income 
in India. They found that if there were one hundred rupees to be 
distributed among 100 persons, roughly Rg. 3$ would fall to the 
share of one member of the rich classes ; Rg, 83 would go to 33 
persons of the middle claeses and the remaininjr thirty-three rupees 
to 66 members of the working classes. Dr. V. K. R. V. Rao found 
in 1931-1^2 that while tho average income was only Rs. 51 per head 
in rural areas, it Wag Rs. 166 in urban areas. It should be borne in 
mind that only 12 per cent oi the population lived in urban areas at 
the period of encjuiry. Other enquiries of a similar type also point 
to the extreme contrast between the poverty of the many and the 
comparative affluence of the few. 

It is thus seen that there is an urgent need for putting into 
operation a comprehensive plan which would reorientate the 
economic life of the country from all aspects. 

2. Objective of Planning. Otir objective, as of other nations, 
is that **the citizen of democracy should be guaranteed m of rigM 
enough food to maintain him in health. He should be assured of a 
minimum standard of shelter, clothing and food. He should be 
given full and equal opportunities of education. He should have 
leisure and facilities for enjoying it. He should be secured against 
the risk of unemployment, ill-health and old age.”^ To achieve 
this we need a well thought-out plan. Now, a plan involves systema¬ 
tic effort to achieve ends laid down beforehand. It aims at the 
canalisation of efforts to develop partially developed or undeveloped 
resources. It concedes that freedom to serve and to earn Is a citizen's 
birthright and it pursues the Ideal of fu^I employment for every one 
who seeks work. It should, however, be remembered that while 
a given corporate plan is bound to work for the good of the 
majority, yet some measure of individual independence will have to 
be sacrificed to make it successful. 

Every plan aims at producing oommod'ties at minimum cost 
but no plan wonld be complete unless it also ai ms at a correct 
balance between supply and demand, thus avoiding the extremes 
of over*production and shortage. All thinking minds are keenly 
exercised over the problem of finding an antidote to the great ill 
of Indian poverty and to create a happier and more effective 
citizen. There has been a deluge of plans In India recently. Like 
advertised medicines each claims to be the panacea for all economic 
ills. We will review here the five most important of them 

(1) The Bombay Plan. 

I, J. P, Srivastava—Aim of Post*war Reconstruction. 
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(2) The People’s Plan. 

(3) The Oaadhian Plan. 

(4) Natural Planning Oommittee’s Plans.1 

(5) The Gorernment of India Plan. 

3. Tests for tiie Effectiveness of a Plan. The figures involved 
even in a modest plan to meet the needs of over 300 million souls are 
bound to be immense. But that need not stun os into indiffiarenoe. 
The plan should be sorutinised and subjeoted to a few simple tests 
before being recommended. 

(1) Does it make for increased production on a Bn£S.oient 
scale i 

(2JI Does it bring about a more equitable distribntion of 
wealth in the country ? 

(3) Are the methods of production conducive to greater indivi¬ 
dual liberty and enough leisure 1 

(4) Are the methods of financing the plan practicable and 
beneficial 1 

Very useful and instructive conclusions would be arrived at 
if the plans mentionad above are subjected to these tests, 

4 . The Bombay Plan. The authors of this scheme aim at 
raising the standard of living in India to such an extent as to 
provide every Indian with minimum requirements of life, viz., a 
balanced diet, suitable housing accommodation and necessary cloth¬ 
ing. It is also their aim to see that minimnm standards of health 
and sanitation come to prevail m India. We have already noticed 
the wide gulf dividing India and the rest of the civilized world in 
matters like these. The scheme is a modest attempt in the 
direction of rectifying this situation. The authors hope to aohteve 
tbeir ends in the course of 15 years by doubling the per capita 
income which, allowing for the increase in population, would mean 
a threefold inorease in the present aggregite income of the country. 
Under the scheme the inaome from iudustry is expected to inorease 
by 600 per oeot.t that from agriouUute 130 per cant, and from 
•arvioes 200 per cent. It will also inoidentally estsbliah a balanced 
economy in the country. Instead of industry, agriculture and 
services oontribuiing 17 par cent., 5l percent., and 32 per cent, 
respeotively, to national income on the basis of 1931-32 figures, 
their oontributlon, after the execution of the plan, will be 35 per 
cent., 40 per cent, and 20 par cent., respeotively. 

The scheme may now be brlefiy summarised. It has fixed 
targets to be hit m the development of industry, agrioultare, 
oommunioations, education, health and housing. Kegarding 
industry, basic industries, like power, mining and metfdlurgy 
engineering, chemicals, transport, etc., are considered of primaiy 
importance and attention is to be direoted first to their development. 
But B^ps have to be taken simultaneously to develop /ndas^ies for 
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the production of oonsumer*s goods* These industries inriude eottoii» 
silk and woollen industries, glass industry, leather goods industry, 
paper, tobacco, oil* industries, etc. Free ohoioe by consumers is 
sm essential f^aature. In view of our cheap manpower special 
importance is attached to the devebpment of oottage and smalb 
scale industries so that the necessity of purchasing and setting up 
expensire plant and machinery may be obviated* The output of all 
industries is to be increased fivefold. 

/ Ihe output of agricultural products is to be doubled. The 
scheme contemplates a redistribution of area under different crops 
according to the exigencies ot international trade and the require* 
ments of the domestic market. It is pointed out that agricultural 
progress will be out of the question until the thre^ main problems 
of agnoulture, m., uneconomic holdings, rural indebtedness and 
soil erosion, are satisfactorily solved. Co-operative farming is 
BUggobted to solve the problem of uneconomic holdings and affores¬ 
tation is suggested to prevent soil erosion. It will also be necessary 
to increase the area under cultivation and to increase the yield per 
acre by means of better irrigation facilities, a scientific system of 
rotation of crops, use of better manures, seeds and implements. 
Model farms are proposed to be set up to demonstrate what can be 
achieved by scientific agriculture. 

The increased volume of industrial and agricultural production 
will lead to a large movement of goods. To meet this increased 
traffic an expansion of the means of communications and transpor¬ 
tation will be necessary. It is proposed to add 21,000 miles to the 
existing railway mileage, doubling the existing mielage of roads and 
to provide more labourers to stimulate coastal shipping. 

s/ Alonpide the development of agriculture, industry and com¬ 
munications, it is proposed to launch schemes for the provision of 
better facilities in education, medical aid and sanitation and housing. 
It is hoped to provide a balanced diet which is calculated to cost 
Bs.\65 per annum for a growing adult and uot much less for a growing 
child, to see that every pardon get^ 30 yards of cloth in a year and 
a house to live in. It is expected that each village will have a well- 
equipped dispensary and each town a wail-eqaippad general hospitid 
as well as a maternity hospital, besides spaoia! institutions for the 
treatment of tuberculosis, mental disorders, cancer, venereal 
^diseases, etc. Each village is to have a school of its own and there 
fc to be provtsicm for secondary and higher education in adjoin¬ 
ing towns. 

The total capital requiremenbi of the plan have been pnt at 
Rs. 10,000 crores distributed as under—Industry Rs. 44,80 crores, 
S agrioulture Rs. 12,49 crores, communicatians Rs. 940 crorei, 
education Re, 490 crores, health Rs. 450 crores, housing Rs. 22,00 
crotes and n. isoellaneous Rs. 200 crores. It is proposed to meet 
this cost by various sources of finance, internal and external, which 
have been estimated as follows; Hoarded wealth Rs. 800 croies, 
sterling securities Rs. 1,000 crores, balance of trade Bs. 600 crores, 
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foreign borrowittg Ba, 700 orores, saTings of the people Rs. 4000 
ororee while Rs* 3400 ororea are proposed to be created by borrow¬ 
ing from the Eafierire Bank against ad hoc seonritiaa* 

The plan is to be executed in three stages^ each covering a 
period of five years. It really^ therefore, consists of three five- 
year plans, 

Oritieism of the Plan, This, in brief, is the plan. It seems to 
have caught the imagination of the people and has evoked comments 
from economists and publicists both inside the country and outside 
it, some of which are, of course, favourable and others unfavourable, 
^me of the objections put forward to the plan are : —* 

L That it is au*.horisation in character and will introduce a 
sort of economic dictatorship. But this Is a false fear. The authors 
do not wish to impinge on the free choice of consumers and there 
is no intention to crush freedom of enterprise. No doubt some 
regimentation is inevitable, but there is no reason why it should 
not have a democratic sanction. 

2, That it is a big-business plan, implying that a few big busi¬ 
ness men will come to control the rc'souroas of, and production in, 
the coimtiy. There is no evidence of such a fear in the explanations 
that the authors have given m tbia connection. 

3, That capitalism will be strongly entrenched in the country. 

1 his criticism comes from the Radical Democratic Party which has 
prepared 'a People's plan*. But there is room for State capitalis n 
under the plan. 

4, That plan does not give full details of the type of agricul¬ 
tural organisation it contemplates. It admits that ‘‘nowhere in India 
has the (Zamindari) system created, as was expected of it, a class 
of landlords willing to supply capital for the improvement of the land 
and the extension of cultivation.’* But the authors of the plan pin 
their faith on CO-o^ierative farming without depriving the owners of 
thek rights. They should have boldly advocated the ryotwarl 

I system of peasant-proprietorship and a complete abdition of 
Zamindari system after paying off the lai^lord’a ckims on a 
fair basis. 

This would also involve the fixing of the sixe of a cultivated 
bolding. The ske may vary in different areas according to topo¬ 
graphical and climatic conditions between two limits determined by 
the working capacity of a family and the capital available to it. 

5. That it is unsound to finance the plan by ‘created’ money 
and that infiation is implicit in the scheme. The objection, coming 
from orthodox finance, as it does need not deter us. We are inclined 
to agree with the authors that ‘finance merely a camp follower* 
and we may subscribe to the dictum that *what is physically 
possible is also financially possible’. As created money is to be 
used to stimulate production, evils associated with inflation may 
be avoided* 
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That it mm counter to Mahatama Oandhi’e ideals and will 
take the country headlong towards materialism* Wa have already 
made it clear that India cannot quit the goal of material prosperity 
to pursue only spiritual ideals. We do not subscribe to the view 
that *it is easier for a poor man to enter heaven I’ 

7. A minor objeobion relating to the details is that the costs 
of the plan have been estimated on the basis of pro war prices. But 
this is not a matter difficult of adjustment. 

^ Thus we see that the plan has withstood the onslaughts of its 
critics well. The authors deserve to be congratulated on producing 
something big and practical. They are anxious to avoid the pitfalls 
and hardships which the Russians experienced in their big experi¬ 
ment as compared with which it may be described as modest. No 
doubt, there are difficulties. There are also imperfections. But the 
authors are fully conscious of them. We may remember their 
warning that planning without fears is au impossibility. But there 
is nothing to beat the Bombay Plan as a basis of discussion for 
post-war economy, if we are really to achieve something like human 
standards in our mode of living. The greatest obstacle in the way 
of successful planning, the political dependence of the country, has 
to our great luck, been removed. A national government enjoying 
the fuQ confidence of the people is now at the helm of affairs. 
Intensive efforts are being made to determine a suitable industrial 
policy and to correct the faults in the distribution of income. A 
proper solution of these problems is essential before any large-scale 
plan can be launched. Shelving of the problems may defeat the 
objects of tae plan, it is obvious that the standard of living cannot 
be raised merely by in creasing the national income. Raising of the 
standard of living of the masies will depend upon the share they are 
able to secure out of the national income. 

The second part of the plan tackles the problem of distribution 
which was ignor^ in the first part. 

No easy and limitless profits are envisaged* National require- 
ments and not the profit motive will decide the industry to be 
started. High profits will be observed by the State, thus making 
available fuuds for social service like education, medical treatmenti 
etc. and subsidies for essential utility services. What is left of these 
profits in the hands of individuals will have to be reinvested is 
industry under an effeotiv^e system of rationiug and price control^ 
^•Similar to these which are in force at present, under war 
conditions, they will be better co-ordinated and more systematically 
administered.^ There may be a difference of opinion regarding 
details in these matters, but everyone welcomes an enhanced income 
with increased production in all diraotions—industry as well as 
agriculture. 

The BfiiiBh Vim. The plan was mooted before the British 
left India. Oonsequently the British Press was at great pains 


1. Ecouomios aud Post-War India, page 22. Dr. S. K. Muranjan. 

2. Piaa—Vol. II, page ai. 
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prore the plim faulty and impracticable. Tbe motive for thi« 
Bweeping criticism is obvious. Britain was anxious not to lose the 
Indian market for her goods. Havin ^ lost a good part of her foreign 
markets to her better organized and o ore efficient rivals, she 
was keen to preserve the Indian arko»^ for herself as far as possible. 
The London Economist had no ubieotton to seeing India improve her 
agriculture and cottage ndustries but its righteous indignation was 
aroused at what it called the exploitation of the poverty-stricken 
masses of India at the hands of the bloated Indian capitalists already 
guilty of making huge profits during tbe war years 

At the same time it is only fair to refer to the recent speech of 
Mr. L. S. Amery at the East India Economic Association. The former 
Secretary of State for India was very positive in affirming that "‘the 
Government of the country only wants to see Indian industry 
developing to the fullest. The last thing, industrialists of this country 
have in mind, is the idea that the British export industry can 
best prosper by India being held back in the course of her industrial 
development.** Mr. Amery had, however, to confess that there is a 
very strong feeling in India that Britain ‘‘or at any rate the 
industrialists of this country would wish to restrict the progress of 
Indian industry in the interests of British export trade.** Mr. Amery 
thought that this feeling was only a 'superstition* but one cannot 
run away from the fact that the so-called ‘superstition* was based 
on ihe hard facts of free trade and Imperial Preference policies 
thrust on India when such policies did untold harm to Indian 
industrial interests. Mr. Amery, however, went on to tell the 
British people in general and industrialists in particular, that 
“provide we do not think India must always buy what we have 
always sold her, but are prepared to sell things India needs, there 
will always be favourable openings for British trade to India and 
even more favourable opportunities for collaboration between 
British and Indian industrialists.** These were excellent sentiments, 
hut unfortunately there were always mental reservations when such 
speeches were made and past experience had made Indians, bitter. 

Another line of criticism of the Bombay Plan in England waft 
in regard to the prorision of finance for its execution. It was 
claimed that the figures given were not accurate. It should, how¬ 
ever, be borne in mind that the authors themselves did not claim 
accuracy for them. It was admittedly a rough outline of vast 
figures, but a good deal of spadework was done and the result® 
arrived at were only tentative. Prof. Brij Narain too criticised the 
methods of finance advocated in the Plan. He would prefer pre¬ 
financing of output through an expansion of bank credit as in 
Germany. He believed that the provision of finance for new enter¬ 
prise must be made “not by borrowing from the Reserve Bank 
against ai hoc securities, but by means of bills or bank bills. This 
involves the setting up of special institutions for the purpose of 
accepting bills on behalf of Government. A bill is self-liquidating 
- when it matures it is paid off, or, when it has done its work, it 
disappears. It follows that there is less risk of inflation. This is 
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BOt the case with additioBi to the note ciroulation Inflation to 
be guarded against as far as possible. The wage-earners, the salaried 
oiasses, and the smaller agriculturists with no surplus to sell, all 
eaflfec as a result of inflation Prices have the knack of always 
running ahead of wages and dearness allowances. Any plan worth 
the name should avoid such a contingency. 

The Bombay Vlan-^A Comx^romise Betmen Capitalism and 
Soctalism* The Bombay Plan foreshadows an economic organisa¬ 
tion not unlike the type of society which Prof, Pigu foreshadows 
in his book, Socialism vs. Capitalism, and quot^^s the passage which 
in their opinion correctly des^oribes the society they have in view 
and the r le the State will have to play in it, "‘If, then, it were 
in the writer’s power to direct his country’s destiny, he would 
accept, for the time being, the general structure of capitalism 
but he would modify it generally. He would use the weapon of 
graduated death duties and graduated income-tax, not merely as 
instruments of revenue, but with the deliberate purpose of diminish¬ 
ing the glaring inequalities of fortune and opportunity which 
deface our present civilisation. He would take a leaf from the book 
of Soviet Russia and remember that the most important investment 
of all is the investment in the health, intelligence and character of the 
people. To advocate "eoenomy’ in this field would, under his gov¬ 
ernment, be a criminal ofienoe. All industries affected with a public 
interest, or capable of wielding monopoly power, he would subject at 
least to public supervision and control S^me of them, the manu¬ 
facture of armaments probably the coal industry, possibly the rail¬ 
ways, he would nationalise, not, of course, on the pattern of the Post 
Oflflee, but through public boards or commissions. The Bank of 
England he would make ia name—what it is already in effect—a 
public institution, with instructioas to use its power to mitigate, 
so far aus may be, violent fluctuations in industry and employment. 
If all went well, further steps towards nationalisation of important 
industries would be taken by degrees. In controlling and develop¬ 
ing these nationalised industries, the Central Government would 
inevitably need to ‘plan’ an appropriate allocation for a large 
part of the country’s annual investment in new capital. Whan 
these things had been arOcompUshed, the writer would consider his 
period of office at an end, and would surrender the rein? of 
govamment. In his political teitamant he would recommend bis 
successor also to follow the path of gradualaess—to mould and 
transform, not violently to uproot; but ha would add, in large 
capitals, a final sentence, that gradualnesa implies action, and 
not a polite name for standing still.” 

5* The People’s PW While the Bombay Plan, ia a way, 
depiots the capitalist attitude to post-war constraotion tho 

1. Bpij Narain—Iksonomic Problems, Vol. II, pp 187-S8 

2 People’s Plaa for the Koouomic Dovelopment, being Report of the 
P Recoaatpuo&ion Uomnaitfcee of the Indian Federation 

Xiabonr.^ 
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People’* Plan, alao oalled the Boyist Plan,^ repreaonts the imlepeQ* 
dent riew of the Indian Federation of lAboar on this vital matter. 
This plan is more oomprehensive than the Bombay Plan in that it 
deals with every aspect of planning inolnding the methods of orntroli 
for prodnotion and distribution of the wealth prodneed. Thef 
entire plan covers a period of ten years. The total expenditure | 
involved daring the whole period of planning is Bs. i5,000 orores. j 
This expenditore is distribated in this way :— 

In Orores of Rupees 


Agriculture ... 


... 2950 

Industry 


... 5600 

Communications 


... 1800 

Health 


... 760 

Education 

• • ♦ 

... 1040 

Housing 


.. 3180 


The initial capital expenditure for a period of three years of 
the plan is estimated at Ba. 1300 crores It is calculated that 
with this initial investment the plan can finance itself, *. e , the 
State will then find enough funds for further investment as the 
initial expense is concentrated on items which are expected to 
bring in an immediate return. Thus agricaltnre absorbs 68 per cent, 
of this expenditure daring the first five years, while industries 
will claim only 20 per* cent, of the expense during the same 
period. Oornmnnioations are not supposed to be tackled till Mie 
fourth year of the plan. The first half of the total period is to 
be devoted to agricultural development and the second half to 
industrial development. The expense on industries and sodal 
welfare services like education, health and housing will depend 
on the surplus produced by agriculture. Thus the main emphasis 
of the plan is on agriculture which is supposed to yield an increase 
in output of 400 per cent. It is stressed that any attempt to 
increase the income of the people will have to start through 
concentration on agriculture which is the main occupation of 
two-thirds of India’s vast population.. 

To increase the production from agriculture, land Is to be 
nationalized and usury abolished. The area under cultivation is 
proposed to be increased by 50 per cent, through a rapid extension 
of irrigation and reclamation of waste areas lying uncultivated. 
The methods of production are to be mechanized and 28,000 
State farms eund research institutes equipped with modem 
mechanical instruments are to be established. It is afiirmed that 
these steps will not only provide enough food for the people 
and raw materials for the industries but also produce a surplus 
of these for export to foreign countries for purchase of machinery 
and equipment in exchange. 

Critieitm of the Plan. It has, however, not been foreseen 
that a fivefold increase in agrionltnral produce will create snob a 
big surplas that in spite of the increased local oonsumption, it 

I. The Plan ill mainly the motk of Mr. M. N. Boy, the leader of 

the Left^witogjof liadiajn I^abour. 
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will mi be seklaUe In foreign countries at nmonoMe ratea^ for th^ 
U.SJL, ArgcBtina, Australia and Kassia will not be idle during 
the naeanticre. buoh universal overproduction may very well 
lay the foundation of another world depression of the type of 
the early 'thirties. 

In fact* the plan proposes rapidly to introduce land aooialism 
in India of the type existing in Russia and to adopt the same 
methods in doing it. The age-old social and religious customs 
which have ruled Indian life for thousands of years have no 
value in the Royist Plan and a veritable revolution with im¬ 
possible objectives is aimed at. An increase of 50 per cent, of the 
cultvated area in a matter of five years with a complete nationa* 
libation of land tnd an income of Rs. 810 crores from Estate Duty 
are taken for granted. Industries have been relegated to quite a 
secondary position and a very wide margin of ^ State control 
envisaged. The profits from private enterprise have been limited 
to a bare 3 per cent, which correctly interpreted mrans the 
abolition of private enterprise altogether. Prof. Brij Narain with 
bis usual caustic humour brings out the many serious faults of 
the People’s Plan m a graphic manner.^ 

It is, however, seen that the^ People’s Plan lays the necessary 
emphasis on the important problem of distribution even though ii 
advocates revolutionary mithods of production in agriculture. 
Besides, there is a provision for the expansion of means of com¬ 
munication and transportation. The total milage of railways is 
proposed to be increased bj 50 per cent; and the roads by 160 
per cent. A considerable development of internal navigation and 
Qoastal shipping is also suggested The State is further required 
to finance a huge progr«mTne of housing, health and education. 
Along with the controlled development of agriculture and indus¬ 
tries, the process of distribution is also to be firmly controlled. 
Prices of all commodities are to be fixed and their distribution 
undertaken (as an alternative channel to private enterprise) 
through a network of oo-operative sooif^ties which will purchase their 
stores direct from collective farms and State controlled factories. 

For the period of ten years covered by the Plan, the following 
Schedule of Investments is proposed 

{In Croref* of Ruptes) 

Con 


Year* 

Agfi- Baaio 
culture Indiwtry 

flurneT^s 

prooda 

r trnmu* 
nK‘at» n 

UmUh 

Edu- 

eotmn 

Houaing 

Total 



Industry 






1 

200 

100 


... 

... 

... 

... 

300 

2 

350 

100 

100 


20 

30 

•.. 

600 

3 

460 

100 

100 

... 

20 

30 

. •. 

760 

4 

600 

100 

150 

60 

30 

37 

... 

8«7 

5 

450 

160 

260 

100 

40 

90 

274 

1864 

e 

450 

300 

400 

200 

50 

iOO 

2H8 

1788 

7 

260 

360 

460 

3C0 

80 

ino 

480 

2060 

8 

100 

400 

800 

300 


180 

848 

24*8 

s 

lOO 

600 

'■.(to 

300 

200 

200 

726 

2626 

10 

ice 

600 

660 

250 

260 

223 

534 

2687 


1. Brij Narain, Fost-war Flannlng, p. 243, ei iteq. 
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The ftbove figures show that the Eoyist Plan puts a very muoh 
greater emphasis on oonsum^*s goods industry than on basic 
industry* It aims to spend Rs. 3,000 crores on the former as 
against only Es. 2,600 ororea on the latter. It clearly advocates 
that a relatively greater emphasis should be laid by the plannings 
authority on consumer’s goods industries. Cottage industries are 
simply ignored while the importance of basic indastries is not, 
sufficiently recognized. 'The Plan asserts that in the world, as it 
is likely to emerge after the present war, the problem of defence 
will not be a pressing problem and utilisation of resources for 
the purpose of defence a sheer waste/^ And yet Russia itself 
which the Royists are so fond of holding up for imitation propose 
to spend uncounteU millions ou armamentf, so as to be ready 
presuniably for a third world war. 

The Plan makes too bold a presumption to assert that '^at the 
end of ten years, agricultural production will increase by 400 
per cent or more and industrial production by 600 per cent. 
The standard of living of the masses will rise by 300 par cent* 
exclusive of the services such as health, education and housing 
which will be provided for them/** 

The People*8 Plan like the Bombay Plan does not contemplate 
provision for unemploymeint and social insecurity. It does not 
provide for any agricultural and industrial fluctuations and trade 
cycles. It is not safe to forget them when very big problems 
which entail a great deal of unoeriiaint3^ are being tackled. 

The sum of Rs. 15,000 crores required to finance the execution 
of the plan is to be obtained thus : 

In crores of rupees. 


{!) Sterling Balances ... ... ... 460 

(2) Initial finance —Estate Duty, etc. ... ... 810 

(3) Income from nationalized land in the 

first year of the plan ... ... 90 

(4) Income from agriculture for reinvestment 

during the period of the plan lO^SM 

(61 Income from industries for reinvestment 

during the period of the plan ... 2,634 

Total 16,000 


6. lilt Gtndhian Plan. The plan is not so ambitious in its 
estimates of expenditure as the others we have considered. It claims 
that India is a poor land and should start modestly. It proposes 
to spend a total sum of Rs. 3,500 crores in a period of tea years, 
and distributes it thus :— 


1. people'll Plan, page viii, 
2* People’s Plan, page ii. 
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(In orores of rupee) 
Non-raourring 

Eeourritig 

Agrioulture 



40 

Kural ladastriea 


360 


Largeosoale and 


1,000 


Key Induatries 

Public utilities ... 
Transport 



— 


400 

15 

Public Health 


260 

45 

Kduoation 


206 

190 

Kesearch 


E20 

— 


Total 

3,500 

200 


The Gandhiaa Plan is idealistic and not based on oold economic 
reasoning. It attaches main importance to the welfare of rural 
areas, development of agrionltnre and subsidiary cottage industries. 
It asserts that “our planning should be based on the indigenous 
culture and civilization of the nation and should be in the nature of 
an organic growth. It should not result in excessive regimentation 
of the masses by diverting them and their legitimate liberty in 
social, economic and political life. It must plan for democracy and 
not for totalitarian control.” 

Considering planning in other parts of the world, the Gandhian 
Plan thinks that the British system of planning is a roundabout 
process of first allowing the capitalists to exploit the poor and then 
throwing oiumbs of nnanoial help to be exploited by taxing the 
exploiters. This procedure is claims to be unnatural and degrading. 
The Soviet plan, ‘far from being classless, is dominated by a new and 
powerful section- the Managerial class'^. The individual has no 
independence though materially be is much better off than before. 
The fascist plan gave full employment but not a higher standard of 
living. The people were taught to prefer guns to butter.* 

Gandhiji does not want to plan along the lines of large«soale 
industry. According to him 'machine’ is the handmaid of capital, 
ousts human labour and concentrates wealth in the hands of the 
few by the exploitation of the many. On the other hand, produo* 
tima in tito village by the village oommunities will be for immediate 
nse and not for distant profitable madcets Bach village 
or group of villages is meant to be aelf-suffieient. tteohanb 
sation is oonsidered an evil and it is only reluctantly that a few 
basic industries mmnly needed for the evolution of oottags industries 
I and the defence of India are advocated. The total expense on these 
is put at Bs. 1,000 orores including Bs. 500 orores required to buy 
out foreign interests. 

A balanoed diet {according to Dr. Aykroyd’s caloulatlons) 
yielding 2600 calories of heat, ^ yards of clothing per year, houiiog 
accommodation of 100 sq. feet for each individual, free and 


1. Burnham—Manatyerial BdVolaUou 

2* The Oftodhiau Piau*—Patigair sarieoi by S. N. Aggarwal* 
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oompalscny edaoatioa for every boy and girl, poblio atility Dervioes 
for all Inoloding medioinal and recreatioad faoilitiea like play* 
groaodf, iadigaaous theatres and folk dances are laid down as the 
objeotires of the plan. 

The fnnds are prepared to be obtained thus> 

Xnteriittl borrowing 2000 crorea 

Created money ... ... Re. 1000 ororee 

taxation .... Be. 500 ororas 

It in farther proposed that the inooaie and super taxes shall be ^ 
more steeply graduated^ salt tax abolished, higher agrioalttirai I 
inoomes taxed and lower ones relieved. Military expenditure wiU 
be reduced drastically and uo civil sereant will receive more than ^ 
Bs. 500 per month. 

Ofiticiam. The Qandhian Plan makes a full use of man power 
resources, it aims at making people conscious citizens, providing 
themselves an honest livelihood. But these people a ill have to 
(jontent themselves with a very low standard of living. Standards 
can^t rise unless there is an increase in capital equipment. The 
Qandhian Plan condemns artificial methods of birth control and 
advocates ‘^continence as the only practical and desirable method of 
checking undue increase in numbers/* and equally strongly oondemns 
intensive capital development, yet hopes for an improvement in the 
standard of living which will check the existing increase in 
numbers. In the words of Dr. John Matthai, “The Qandhian Plan 
is basically the reverse of the Industrialists’ Plan The former 
wants the economic structure to the based on agriculture whereaa 
the Bombay Planners think that the approach must be from 
industry to agriculture.” Qandhian philosophy may well be called 
‘tftopian’ when it aimi at reconstructing a medieval economy 
which, to say the least, is unscientific, it stresses the ideals of 
maximum deoentralizatioa and minimum 8 tate control These ideals 
do not well harmonize with the ideals of nationalization of indus^ 
tries which oalh for rigid State control. It is feared that **a 
decentralized economy will create ^ xn economic vacuum within the 
country which will provide an overwhelming attraction to the 
highly developed material forces outside. Thus the economic 
arrangements of the Qandhian Plan will have to be defended by 
tariff walls at first and later with tanks, planes and submarines/’ 

The Plan has great merit as it is simple and lays emphasis on 
the improvement of village economy. So far villages have been 
neglected and are in wretched poverty. Any plan that does not 
aim at their regeneration is meaningless. At the same time, the 
plan condemns industrial ^ ooncentration. It has been admitted that 
spreading out is better In these days of atom bomba. 

All the same, the Plan is retrograde in some of the measures 
it advocates. Barter and hand^spinning will push the oountry 
backward rather than forward. 
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7. Hw N. P. C. The Katio&al Planning Cknamilitee itm 
forated In 1938 by the Working Committee of the Indian National 
Ocmgreas. The objective was to take steps to ensure an adequate 
standard of living for the masses and to relieve their poverty. It 
was, indeed, ‘*to observe a due proportion between the vartcmai^nu 
of new wealth, its equitable distribution among the members of the 
oommnnity and to seoare such adjustment between the interests of 
prodnoers and consumers, individuals and the oommnnity ; 
oolleotively .. .to secure a balance- between the several interests.” 
The various viewpoints were to be harmonized and a plan .was to be 
drawn which would apply to a free India. 

Industries required for the defence of the oonntry were to be 
owned and worked by the State ; key industries too were to be 
nationalized by and by Public utilities were to be owned by the 
State and worked by one of its organa. In some oases PnbUo Trusts 
were to be created to avoid inefficiency and red-tapism. 

Mines, quarries, rivers and forests were considered forms of 
national wealth and their ownership was to vest absolutely in the 
people of India collectively. Land policy too was determined. 
Zar^dari was to be abolished and the co-operative principle of 
forming was to be applied to the exploitation of land, thus inciden¬ 
tally getting rid of uneconomio holdings. So far as credit is con¬ 
cerned it was considered desirable that the Reserve Bank should be 
nationaliffed, all banks, scheduled and non-scheduled, and insuranoe 
companies were to bo under the strict control of the Reserve Bank. 
Poreign trade of India was to be. regulated to promote national 
interests. A control over imports as well as exports was essential in 
order to help indigenous industries in distress and to earn enough 
Ibreign money to buy necessary goods like machinery, plant, 
and industrial raw materials. 

As a matter of fact 29 sub-committees were appointed to 
investigate each and every one of the various problems facing the 
country and to sub nit reports and offer suggestions for their oorred 
adtntion. Detailed terms of referanoe and questionnaire were given 
to each of the sab-eommitteas. The co-operation of the Gbvernment 
of India, various provinces, Indian States and Qhambers of Oommerae 
was ad»i for. No single aspect of the eooaomio life of the ooantry 
was n^lboted. The investigations of the National Planning 
Oomati^e would serve as a preparatory base for an ^-Endia 
survey. Unfortunately complete co-operation was not given by 
varions provinces and bodies. Almost every aab-oommittse oora- 
platned of lack of data. 

By now aB the reports have been- published and it is seen that, 
in spite of the absence of np-io date statistics in many directions, the 
reports ore of great educational value and serve a useful puripoie 
te so far as they fully discuss the many inadequacies in the Awm soBiic 
life of this oonntry. 
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We msy oanc^ude ihsA the National Planmng Committee haa ! 
given ns a plan tending towards sooialiam, at the same time giving ^ 
to private enterprise a respectable share io trad^ and manufacture 
of the country. Equal opportunities are to be given to all; special 
opportunities are to be given to backward groups ; private property 
is not to be abolished, but at the f^ame time basic industries are to 
be under public ownership while land is to be exploited on a 
oo»operative basis. At the same time, oo operatively*controlled 
small-scale industries are to be encouraged in rural areas. 

8. The Government of India Plans After the Department 
of Planning and Development was placed in the hands of Sir A. Dalai 
in August, 1944, the Government of India, in spite of its proverbial 
dilatoriness and red-tapism, did some important work in post-war 
planning. The Report published in the form of a Yellow Book in 
November, 1944, was only a beginning and was primarily meant to 
provide guidance to planning authorities. Later the complete 
plan with all relevant details was published The plan was split 
into two parts, a short-term plan and a long-term one. 

The objectives of the short-term plan which was to cover five 
years starting from 1947-48 mainly consists of : — 

(t) The resettlement of defence services personnel and labour 
displaced from war industry, military works, etc. ; 

(if) the orderly disposal of surplus military st^rer and equip¬ 
ment, land and buildings ; 

{Hi) the conversion of industry from war to peace ; and 

(iv) the removal or adjustment of controls to suit peace 
ooudittouB. 

Of the long-term projects, there are some which involve 
large scale capital expenditure and are of basic importance to 
development as a who"e. These are : 

(i) The development of electric pover as the basis of Indus* 
trial development and to a lesser extent of agrieuitural develop¬ 
ment, pump irrigation and rural industry ; 

(ii) the development of industry with special reference to 
the production of capital goods and crnsuiiur’s goods required by 
the bulk of the population, and also tie maintenance and develop¬ 
ment of small*fcale and cottage industries ; 

(hi) the development of ro&d communications and traniport 
services on a comprehensive scale, especially in rural areas ; and 

(iv) the improvement of agriculture, and with it, the develop¬ 
ment 0 f irrigation, anti erosion measures, and land reclamation. 

It is proposed to lay the foundations of improved education, 
housing and health at the same time because these services besides 
being essential for the welfare of the masses, are a prerequisite for 
the cbvdbpment of agrioulfure and industry. Technical education 
is perhapa the moit h^ortant of such services at the momenta 
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cowpreheiad that th« real bottleneck to progtcic will 
not be the provision of finance so much as trained, personnel and 
capital goods. To remove the former diflScuhy they .propose to send 
abroad a number of students (500) for training in technical lines. 
Sit Ardeshir said : *^We hope to get most of the training schemes 
in hand before the end of the war, and specially to send students 
overseas at an early date. There is also under consideration the 
setting up of Central institutions for training, such as a Central 
Technological Institute on the lines of the MasaachuBetts Institute 
of Technology, an all-India Medical Centre, aifd perhaps a Central 
Agricultural College. These institutions, and possibly others, will 
be mainly for post-graduate and higher training/' 

An AU*India Basis, 1 he Central Government will not only 
initiate all plans and policies for subjects for which it is responsible, 
but will also provide expert advice to provinces and States and 
endeavour to ensure a common policy on important questions ; 
ensure interchange of informaticn and possibly of technioa} advice 
between provinces and States ; provide finamifU advice and assisi* 
ance where considered justifiable or necessary ; assist in the pro¬ 
curement of plant or technical staff and co ordinate scientific 
research and experiment, expert and technical investigations, 
training of technicians, etc. 

Planning is intended for India as a whole, but it is stressed 
that this does not prejudice the constitutional issue for whatever 
form the constitution may take in the future and whatever the 
measures of provincial and State autonomy under it. 

The problem of distribution, too, is not neglected. Jt is clearly 
laid down that steps will be taken to ensure an equitable distribu¬ 
tion of the wealth that Is produced. Planning, as contemplated in 
the report, will ensure to the poorer classes various amenities, free, 
or at reduced cost, such as education, medical relief, water supply 
and other public utility services, including electric power. Labour 
must get a fairer deal in the form of reasonable wages, maternity and 
sickness beneBts, holidays with pay and such like provisions* 
Efforts will be xn^e to ensure that the amenities provided under 
the plan are more eifpeoiall> utilized for the benefit of the ecbeduled 
and backward classes so as to raise them to the level of their more 
fortunate fellow-citizens. 

Financing of the Plan, The Government of India estimate that 
a round figure of Rs* 1,000 crores will be available for the first five- 
year period. Approximately half of the total sum will consist of 
revenue surpluses while the remainder represents loans which might 
be raised by the provinces and the Centre* The figure of Rs. 1,000 
crores does not include amounts which might be raised from the 
market for private enterprise and investment. It is likely that 
this too may approach Es. 1,000 crores. 

The Government provisionally suggest that capital expenditure 
on power development, roads and irrigation will be Canoed out of 
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lo&iis, and in tlio ease of industrial derelopmeat^ oat of private 
eapital, Eecarrant expenditure on serriees inoluding tlie servioe 
of loans, and expenditure on aoeial aerviees shall be met out of 
revenue 

The sttooeas of Government policies will depend on the con^- 
tentment, healthy and effiaiency of labour and steps are promised 
to bo taken for the improvement of employmeat servrojA 
and for the extension of social sdourity, welfare and health schemes. 

A Health Imurance Scheme^ A health insurance scheme was 
submitted to the Government of India by Prof, Adarkar, Ofiloer on 
Special Duty in the Labour Department, to tackle the problem of 
labourers* sickness. It covers 12 lakhs of labourers out of the 
20 lakhs or nearly 60 per oent, of the total factory workers in India* 
The scheme is to apply in the first instance to three groups of 
factory industries, namely, textiles, engineering and mining and 
metals. The scheme is compulsory in character and provides 
security against ill health to the workers, whether permanent, 
temporary and casual. It provides that the emplo era should pay 
Rs. 1-4 and the parmanent employee As. 12 per month. In case 
the Government agree to make a contribution, the employer will 
pay As, 14; the permanent worker As. 10 and the Government As. 8 
each. This will entail an expense of Rs. 72 lakhs in a year for the 
Government. The scheme provides medical benefit including free 
medical attendance and treatment without limit for the worker. 
Cash benedts will be subject, it is stated, to certain conditions; 
regarding 'qualifying* and 'waiting* periods. Prof. Adarkar also 
rcdbmmended a scheme of insurance for disability and the provision 
of maternity benefit through insurance in place of the present 
Workmen’s Compensation Act. The scheme has been styled as an 
*'Epooh«^making event in Indian iabour legislation.”^ 

Agriculture, In order to satisfy the needs of the increasing 
population, area classified as cultivable waste was to be brought 
under cultivation by introducing new irrigation schemes, by 
installmg electric tube-wells to utilise the suVsoil water, by building 
tanks, by adopting modern dry«farming methods and oomprehbmiive 
contour bunding in the Deooan and B^jputana and by reclaiming 
water-logged areas and rehabilitating eroded lands. 

As a result each individual will have more than a lb. of cereals 
a day in addition to protective foods like milk, vegetables, fish and 
meat. In fact, the following!increases on existing production are 
fixed as minimum targets 


Oweak 

10% 

Vegetables 

160% 

Ihilns 

20% 

Fata and oils 

260% 

Fruits 

60% 


300% 

Fisli and eggs 

300% 


l. Oommorcie, far November, 11,1944, 
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To stimulate produotlou (i) land revenue was proposed to be 
adjusted to prices, and partly paid in kind so as to ensure auto* 
matic relief for the cultivator where prices were low and (U) prices 
of agricultural commcdities established at economic levels. 

In order to ensure a suflaoient supply of raw materials for the 
growing industries and for the export market for the procurement of 
capital goods, crop planning was to be adopted while freedom from 
undue restriction was ensured to the aotu'il user of the land. The 
plan said, ‘‘Adequate arrangements shall be made for rural finance. 
The Government shall use compulsion in the use of improved 
varieties of seeds, In the control of animal breeding, in the consoli¬ 
dation of holdings, in preventing further tragmentation and in 
marketing the produce. Each province shall have 20% to 26% of 
its area under toreats properly distributed to enable every village 
to have its fuel supply reasonably near,*' 

Industry. An intensive development of industry is essential 
to enable the provision of social amenities contemplated under the 
plan. In the beginning important capital-goods industries, con¬ 
sidered essential for national purposes, shall have preference. The 
iron and steel industry, the heavy engineering industry, the heavy 
chemical industry, the machine tool and fertilisers industries may 
be mentioned in this connection. In order to find an outlet for the 
created purchasing power consumer's goods industries shall be 
developed. Cottage and small-scale industries are of this type. 

There are certain industries like the armaments industry which 
the State shall own and manage in its interests. There are others 
for which private capital may not be forthcoming. They need to b© 
established by the State, e p., the ammonium sulphate industry. 
But the most usual form of State relationship with industries will 
be that of State control through the nomination of directors, 
licensing, limitation of dividends, etc. They will be operated for 
publie benefit after providing a reasonable return for capital and 
enterprise. 

Technical training will be given in India and abroad through 
scholarships, and experts in machinery provided where needed. It 
will be seen that capital is issued in India, that the directorate is 
largely Indian and that the management of industry rests in Indian 
hands. Ample provision shall be made for scientific and industrial 
researehj geological and mining surveys, power and transport 
facilities, tariff and subsidies, priorities for machinery and financial 
help, 

TramporL Every aspect, road, railway, air, internal marine, 
coastal and deep-sea transport, has been tackled and targets laid. 
The details have already been discussed in the Chapters on Trans¬ 
port. 

Public Healthy Bducaiion, etc. The plan deals with all branches 
of education and ci^deavours to present an integrated scheme 
eovering the entire fi^ld. It envisages free compulsory education 
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between the agea of six and 14 and before that, nursery 
schools and infant classes* In addition, aduH vocational and 
non*vocational education and employment bureaus are also proposed. 
The purely cultural and recreation side of education is not neglected 
as the plan attaches particular importance to the provision of the 
widest facilities for encouraging boys and girls, men and women, 
to equip themselves as individuals and to make a prodtable use of 
their leisure* It also foresees the necessity for enlarging and 
making more practical the present provision for technical, com* 
meroi«u and arts instructions at ail levels in order to provide India 
with research workers, executives and skilled craftsmen, The 
estimated cost comes to Rs* 312 croras gross or Ba. 277 crores net 
per year when the plan will be in full operation in its 14th year. 
A national health policy must be comprehendve" in its scope. It 
mu^t have an objective of maximum attainable health of every 
individual, infant, child, mother and a^ult. The Health Survey and 
Development Committee has made far-reaching proposals tackling 
public health and medicine. 

Town planning is not neglected. In addition to the proposed 
scheme of sickness insurance for industrial workers, other aspects 
of social security need have also been taken into consideration 
following the lead of more advanced countries. National researcb^^ 
laboratories are proposed to carry on research in all dircotionai 
physical, chemical, metallurgical, fuel, glass, etc. AH research is to! 
be co-ordinated in order to avoid duplication and overlapping as 
far as possible for which purpose statistics of all kinds are proposed 
to be collected by trained staff* 

The above schemes were mooted at a time when India was a 
British dependency. She is now free. The oonstitution of new 
India is now a known entity. It is a secular State giving no 
preference to any caste or ora^. The several hundreds of Indian 
States form a part of India today as they never did before* 
They have either merged with neighbouring provinces or they 
have been amalgamate into strong economic uuions fimning 
units similar to provinces in British times. India is thus ONB. 
The contemj^ated measure of economic planning will, therefore, 
achieve much greater progress now than could aver be expected 
previously. 

9. Provincial Development Plane. lu addition to the plan 
promulgated by the Central Government, each of the provinces i^d 
btates is preparing pkns for post-war develoi^ment. The objective 
in all oases is to raise the standard of living of the peo{m and 
to increase the purchasing power so as to enable them to lead a 
full and rich life. The plans prepared by the various provinces 
contemplate a total expenditure of no less than Be. 000 crores 
which will be thus obtained during the five years starting with 
1947 48;*- 
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Crores of Bs. 


1. Sarplas iMilaiMset 70 

2. SftTing in 6 years from 1046-47 100 

2. Hdp from Central Gorernment . 260 

during the next 6 years 

4 . Loans from Publie 480 


Total 600 


The plans of each province vary according to its particular 
needs and finances but the aim everywhere is to wage a fight 
against poverty, squalor, disease, ignorance and idleness. 

Due to the partition of India, the economy of East Punjab 
and West Bengal has been'shattered, specially that of the former 
due to the migration of about 60 lakh non Muslims to India 
in exchange for about the same number of Muslims {One to 
Pakistan. The united Punjab was a surplus province with a 
high standard of living. Today she is deficit in food. Her 
budget is unbalanced. She has no capital. Although about two years 
have passed since the partition, lakhs of Hindus and Sikhs are 
still living in Befugee-camps, sufiering untold miseries. Crores 
of rupees have been spent by the Government of India to help 
East Punjab but still a great deal remains to be done to rehabilitate 
her people. There are neither enough houses in urban 
areas, nor are there enough irrigated lands to meet the 
needs of the onltivators. Until East Punjab has its capital and 
the Bbakra dam project starts functioning she will not able to 
stand on her legs. Luckily the problem of West Bengal is not 
so acute. All the same the Government of India have to carry a 
heavy burden till the refugee problem is solved and the shattered 
economies of East Punjab and West Bengal restored. 

10. Conclusion : One of the usual charges laid at the door 
of the Government of India in the past was that when they 
undertook vast schemes they frittered away their energies and 
resources in importing experts and inviting reports which were 
shelved. The British Government in India conserved foreign 
interests in ]^ference to India while Communism stood in the 
way of putunginto operation any comprehensive plan suooesa- 
fnl. The existence of the vast number of Indian States, each 
jealons of its own interests and prestige, made conditions worse. 

India is now free. She h one compact whole as she never 
was beforft. She is seeular in outlook. Planaing could mver be 
sneoesefal in the past to the extent it ean today. 

Obviously a discussion of the various important idaBa mooted 
so fjax gives us a ff»nera] idea of the policy which independent 
India ahon^ A future programme of reconstmotion 

which is to be pursued by the Uongrem Government in India 
todiiy is fairly obvious. India’s dependence on foreign coontries 
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r her rapital goods and ooQsnmer goods has to be got rid 
F. Tho stands^ of living of the people has to be raised. What 
ossia has been able to do for the illiterate mas^, India can 
so achieve. Eussia today is one of the most powerful natioos 
' the world. She has shown the world what oomplete planaing 
m do. Indian traditions and problems are different from that 
; Bnraia, hence methods used in India mast be different. Bat 
le Indian problem is of an equal magnitude and India has to be 
inverted from an agrarian into an mdustrial oonntry while tile 
andards of agriculture have to be raised simultaneousiy. We 
lention below a few of the most urgent requirements in present 
%y India. 

Regnitifes of Economic Stabilization. Today (1919) India is 
icing a grave crisis. Her economy is seriously out of order. She 
deffoient in food. She is ill>eqaipped industrially. Her imports 
re far greater than her exports for which she can not pay fuUy. 

are thus faced with the urgent task of preventing an economic 
atastrophe from overtaking the country. To achieve this end the 
conomio syetem of the oonntry has to be properly balanced to 
ecnre foil employment and raise the standard of living of the 
aasses. “But any programme which dees not aim at forging the 
;oniponent parts of the oountiy into a oo>ordinat«d system’* will 
>nl>' aggravate the trouble and land us into a morass. Such a 
irogramme needs action in the following fundamental directions :— 

(J) Sdf-auffieiency in the food requirements of the people. Today 
[ndia lacks at least 10 per cent of her food requirements. She had 
.0 import no less than 3 million tons of food grains in 1948-49 from 
ill over the world and has been compelled to take steps to import 
sven larger quantities in 1049-60 Intensive efforts are being made 
bo reclaim wastelands with the help of tractors and oonstruotion of 
river projects to produce enough food, but these efforts are expected 
bo bear fruit only in 1951. Daring the intervening pieriodj however, 
food has to be imported at a heavy cost. If these imports are oonti- 
Dued for a long time they will irritrievably shelter the eoonomv of 
India. Short-term plans are, therefore, indicated to increase subs!- 
diary foods like bananas, sweet potatoes and fish which will reduce 
our foreigu dependence as well as conserve dollars for the purchase 
of capital goo&. 

(2) Co-ordination of the Industrial Structure of the country. 
This calls for the establishment of many new industries, develop¬ 
ment of some old ernes, nationalisation of basks industries as welt as 
decentralisation of the industrial structure with a view to increasing 
the employment of unemployed factors in rural »eas. 

(3) Comriny the gap Maeen exports and imports. During the 
yean 1948*48' were was a huge deficit of -over Be. 06 orores in 
India’s trade. Snob vast deficits cannot be' left oncoven^. We 
have to tighten our btits and reduce the imports of consumer goo^ 
and luxury artides. Food has to be imported willy niUy, capital goods 
and induetrial raw meteriob have to be given a priority. At the 
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same time the quf^ity and (juantity of exports has to be InmroTed. 
lo this ooimectioii it has been snggested that tourist tramo from 
the U.8 and the U,K, may be encouraged as far as possible* In fact 
all possible methods are to be adopted to bridge the gap between 
our exports and imports. 

{4) S^tucing the cost structure in indict. The partition of India 
into two Dominions has bit the Indian economy hard. Raw cotton 
and raw jute which were united ludia*e most paying exports have 
mainly gone over to Pakistan* As a result India is now an importer 
of these two industrial raw materials. Besides, oonsumer goods 
manufactured in India are more highly prioed than similar goods 
in foreign countries. Sugar, cement and cotton textiles may be 
quoted in this connection. StiU farther some of the goods exported 
from India like tea and tobacoo are not soundly blended and are 
quite often adulterated. Due to these various reasons Indian 
goods are not finding the needed markets outside India. Steps must 
be taken immediately and urgently to lower the cost structure 
in those units of production in which the country has to build up 
an international market as well as to improve the quality ot 
exported goods. 

5. Removing the botilemck of transport India's population has 
increased greatly and is still in the process of increasing. An 
internal trade has also expanded. This has resulted in a vast expan¬ 
sion both in passenger and goods traffic which cannot poisibly be 
shouldered by our existing transport system. Roads, railways and 
water have all to be developed to carry men and material all over 
the country. 

d. Eq%iiiable distribution of national income* Of course, the 
ideal is not absolute equality of incomes, but equal opportunities 
for all and equitable distribution of the national income with a 
minimum standard of living for all and sundry. India needs 
socialism, which provides for differences according to ability and 
worth but not inheritance. Every one who wants work has to be 
found a job so that he Contributes to the national effort. If ilh 
health or old-age reduce an individuars capacity to work the State 
must maintain him. The tax policy of the Government should help 
to reduce the injpqualities of income. 

The ultimate aim of planning in India mtrat be a New Econoiulo 
Policy which must be a blend of rational capitalism, nationalisation 
of key industries and co-operative farming. The State must provide 
machinery, manures and water to the j^or farmer, while the land¬ 
lord classes who absorb a larger part of the farmer's labour should 
be got rid off* All this can be done by a fuU-fiedged democratic 
State responsible to the people. It may be suggested that safe¬ 
guards should be provid^ in the constitution so that ^’absolute 
power does not corrupt abscdutely”, the people should have the 
right of criticism and suggestion# 



CHAPTER XXXV 
THE NATIONAL DIVIDEND 

1* Definitton* A mm works to satisfy his wants* 
economic welfare reefs upon the reward he gets for his work* The 
same is true of a nation* Its economic welfare too depends upon 
what goods and services are available for the consumption of its 
people* Thus national wealth may be oonsidered as the sum-total 
of the possessions of the people in a country—only such posses* 
sions as can be appropriated and exchanged. Tne income that 
iiows from this fund of total possessions is known as national 
income or national dividend. There are different opinions regarding 
the various items that should be included in this national income. 
For instance, the service rendered by a mother or a housewife is 
very valuable and yields large satisfaction which can often be 
measured in money, but is excluded from the national income. 
The same service rendered by a housemaid is considered as income. 
Similarly, as Prof. Pigou says, houses and furniture enter into 
national income if put out on rent, but not if they are given as a 
free gift, even though the utility rendered by them is the same. 
There are some ecoaomists who believe that the services of public 
Bcrvants should be excluded from total national income. There are 
others who hold that income receive 1 without any service in return, 
such as old«age pensions, charities, interest on war loans, etc*, should 
be excluded. 

In this connection Mr. Cclin Clark, one of the greateet British 
ethnological authorities, defines national income as follows :— 

*'The national income for any period consists of the money 
value of the goods and services becoming available for consumption 
during that period, reckoned at their cuirent selling value, plus 
additions to capital reckoned at the prices actually paid for the new 
capita] goods, minus depreciation and obsolescence of existing capital 
goods, adding the net accretion of, or deduct ng the net draw¬ 
ings upon stocks, also reckoned at current prices* Services provided 
at non-profit-making basis by the State and local authorities (e.p., 
defence and elementary education) are iooluded in the total at cost 
price ; but where these services are ^ sdd ’ in the market {e.g , 
postal services and municipal tramway services) they are included 
on the basis of the charges made. Where taxation is levied upon 
particular commodities and services, such as the customs and excise 
duties on commodities or the entertainment tax, such taxes are not 
included in the selling value 

According to Dr. y.K.R.y* Bao, an Indian authority, national 
mcome may be defined as ** the mcmey value of the flow of com¬ 
modities and services, excluding imports, becoming available for 

: 1. Co!iu Clark—The National I nooms, pp. 1*2. 
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«ale (or capable of being cold) wilbint the period, the ▼alue being 
reckoned at current prices, minus the sum of tbe following items 
(1) the money value of any dimintition in stocks that may have 
taken place during the period; (2] the money value of ^ the 

flow of goods and services used up in the course of production , 

(3) the money value of the flow of goods and services used to 
maintain intact existing capital equipment (value being reckoned 
at current prices in all these oases); (4) receipts of the State 
from indirect taxation ; (5) favourable balance of trade includmg 
transactions in treasure ; (6) net increase in the country’s foreign 
indebtedness ortne net decrease iu the holdings of balances and 
securities abroad whether by individuals or Government oftha 
country’*.^ 

2. The Utility of National income Statisrics. The economic 
welfare of any community can best be measui^ by its income. 
Of course, there are drawbacks. A community may have a 
large number of rich people or old people and may, therefore, 
have to spend disproportionately larger amounts of money on 
medicines end comforts Or, the peace of a community may, be 
constantly disturbed by daooities and communal riots and it may 
have to incur large expenses on policinat and security measures 
Thus such a community’s income would not be conducive to 
much economic welfare. In spite of these drawbacks, however, 
we will have to admit that, *'other things being equal, economic 
welfare fa greater if national income is greater*’.^ 

National income figures give us an idea as to the standard 
of living that would be possible for a oommunity. Of course, 
these figures are only an average and throw no light on the 
distribution of income in the country. It is quite possible that 
a few people may be having a major portion of the country s 
income and larger numbers may ^ left with only a smaller 
share. 

National income figures are furtheif useful when we want to 
find out whether a country is developing economically* If they 
do not measure accurately the progress made by a country 
they at least show us the trends. As the period of time 
required to measure the income of the people in a country 
is usually rather long, allowances should be made for the chants 
in prices and in the habits of the people. In this oonne^ion 
the chain method suggested by Marshall would bo useful. Thus 
it would be misleading if we compare the national tncon^ ut 
two d»j0P®rent countries with different standards of living ana try 
to make relative estimatai of their econotuic wellaro fcbomfifoui 
without making proper allowancee for the diSorcMee. 

India’s poverty is a by-word. She is almost the last in the 
compass of nations when their material prosperity is compared. 

1. 0r* V. 11 R, V. Htto—Haticnsl luoom© of Britiijh ludia. ^ 

2. Haberlerr—National loconao. Saving and Investment, VoJ. 

p.p. UQr4l. 
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The •toadariia of heal A aie wretdiedfy low, nnttltioa iomiffldlwh, 
death* tales high, infant and maternity mortality rates ahnoannilBy 
NcoeasiTe while standards of living are dreadfnlly low. la 
snob eironnutanoes, an analysis of national income figures for 
India is a matter of extreme urgency. Given correct data, the 
national Government of the country would be in a position to 
eradicate the defects of an inequitable distribution of income and 
to correct the faults of malnutrition brought about by insuffiolenqy 
of food. They will also help the legislature in discovering the 
true taxable capacity of the people and imposing a burden suited 
to their oapaoity. 

3- MeAods oi Gilcnlaiing tihe Material Income of a Country : 
Three methods are usually advocated to calculate the income of 
a country. 

(a) Tht Income Method. This is based on income-tax statiatias. 
The income-tax figures are supplemented by taking the average 
earnings of various groups of labourers engaged in different occupa¬ 
tions. Such a method will be more useful in a country wbwe 
the number of income-tax-payers is large, but it oan be of some 
nse in India as well, when it Is helped out by od hoc inquiries 
into the inoomes of labourers whose incomes are not liable to pay 
aoy inoome-tnx. 

{h) The eeneue of production method or the inventory method. It 
takes into oonsideration the total goods and services consumed 
in a year at market prices This method needs an accurate census 
of prodnotton as well m a wage census, in India no complete 
census of production has ever been taken. The Government, how¬ 
ever, publishes its own estimates of the production of principal 
agricultural commodities which means that the Income of almost 
every two persons out of three has been taken into calculation. 
Complete statistics of the produce of mines and forests are also 
published. Besides, some figures about milk and milk products we 
available but it is a matter of regret that complete information 
regarding production in all directions is not collected. 

(c) A combirtation of the income and inventory methode. The 
two methods have been combined by Dr. Rao with fair success 
in India. He has used the Government estimates of the production 
of agrioultural crops, the tabulated figures of mineral and forest 
produce, the available data on milk and milk products and 
income-tax statistics as well as figures of inoomes of junior Gtovern- 
meut servants and of those industrial workers in Bombay, 
Ahmedabad and elsewhere whose wages are published regularly in 
oommeroisl papers. He hais supplemented these by carrying out 
oi hoc bqnines in varions other directions, 

. 4. EsiJButM of National Dividend in India. A number of 
estimates have been made in the past from time to time to 
ascertain the national income of India. The earliest of such estimates 
Whs made by Dr. Dadahitai Naoroji rdbting to the years 1867-70. 
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AUthe ▼krioos eatimates of ^ tapUa ineome In British XonUa 
before the partition are given in the table below :-~- 


B, No, Namt of AtOhor. Year for tehidh 

Ineome in 

estimate is made. 

Bs. 

ilS. 

p. 

1. Dada Bhai Naoroji 

1867 to 70 

20 

0 

0 

2. Lord Cromer So Barbour 

1882 

27 

0 

0 

8. Digby 

1898-99 

17 

8 

6 

4. Lord Corson 

1900 

30 

0 

0 

5. Digby 

1901 

18 

8 

11 

6. F. G. Atkinson 

1875 

30 

8 

0 

»» 

1896 

39 

8 

0 

7. Wadia So Joshi 

191314 

44 

6 

6 

8. Shah So Khambata 

1900 to 1914 

36 

0 

0» 

9. ,, „ 

(Pre-war) 

War and post 
war years 

38 

0 

01 

10. Findlay Shirras. 

1921 

107 

0 

0 

11. 

1922 

116 

0 

0 

12. Simon Commission Report 

1929 

116 

0 

0 

13. Dr. Bao 

1926-29 

76 

0 

0 

H. 

1931-32 Rural- 

-61 

0 

0 


Urban— 

•166 

0 

0 


Average ^66 

0 

0* 

16. Sir James Qrigg 

for India 

1937-38 

66 

0 

0» 

16. "Student” in Commerce 

1938 39 

66 

0 

0 

of 18/12/1943 
17. 

1942-43 

142 

0 

0 


It is obvioas that there ate big variations in the estimates of 
income arranged above. One of the reasons is that big ohanges 
have oocnrred in prices at d’£rerent tixes. For instance Its. 45 
In 1913>14 would be eqnal to no less than Its. 80 in 1921-22. 

Ml allowance is made for the rise in prices. Besides, it should 
be noted that the area covered by different estimates is not 
always the same. In estimates the whole of British India has 
been included while in others the States have been excluded. 
An other important fact to note is the difference of treatment by 
different investigators due to their personal bias. One finds 
that the nationalists nsually arrive at lower figures as compared 
with ofiSoial estimates ; the viewpoint of the former is that 
British rule has brought no prosperity to India while the latter 
think differently. It is obvioas that the earlier investigations 
were inspired by political prejudices and were either over¬ 
estimates or nnder-estimates. In addition, the different esti¬ 
mates did not always include the same items. The basis of 
calculation was almost always different Nor we re th e statistios, 

1* A« adju»tf d by Dr. Rao aoeordiog to the ohai:iges in level of 

2. Dr. Eao allow® a margin of error of^*6%. 

3. Budget apeeoh, 
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vren when oelonlated by official anthoritj, wholly ooneot. Olton 
they were patchy and in some ossas completely lacking. As 
Prof. A. L Bowley and Mr. B. H. Robertson, who were 
inrited to India by the Government to advise them on the 
question of colleoting statistics and about a Census of Produc¬ 
tion, pointed out, “Statistics, in India ate unco ordinated, though 
in some branches careful work is being done, and determined 
efforts made to improve the accuracy and scops of information, 
in others they are unnecessarily diffused, gravely inexact, 
incomplete or misleading ; while in many important fields general 
information is almost completely absent. The situation cries out 
for overhaul under the control of a well-qualified statistician." 
Agricultural price statistics are diffused, birth and death rates 
are incomplete, and there is no general information about wages. 
It may be mentioned in the end that the later estimates mre 
more soientifio and more accurate and Br. Bao’s valuation it 
perhaps more reliable than any other. He has selected the 
year 1931-32 for his estimates, as in 1941-42 no occupational 
census was carried out for reasons of economy in war time. 
The ‘income* and ‘inventory' methods have been judicially mixed 
and supplemented by od hoc inquiries. Br. Bao's method of 
procedure as discussed below will pay careful study. 

Details of National Income of British India in 1931-32. 


I, *liiimntory' EtlimtUi : 


In Millions 
of Hs. 


m 


1. Agriculture output ... 

Fr^ts, condiments, pulses, etc. 


Deduct Wastage, Seed, Interest, 
Maintenance and depreciation for 


6,089'2 

1,746*9 

7,8861 


Margin of 
Error 

{PereeHtags) 


oattle, repairs to implements, etc. 

2. Livestock incl. milk, meat, hides. 

1,909 

5927 


Bones, wool, etc. 


2,683 

-flO 

8. Fishing and bunting ... 

Mineraia 

120 

180 

±20 

Nil 

Forest iprodaoe 

92 

892 

Nil 

il. Incoms EsUmcOss : 

1. Incomes assessed to income-tax 

2. Incomes not assessed to tax... 


2,161 

NU 


i of w(»kera in industry 
fi „ in Government service. 
Railways, posts and telegraphs, etc. 
iii Of workers in other transport 
*▼ » «• in trade 

n „ in professions and 

Ubsial arts 


2,100 

590 

283 

1,283 


»#• 


416 



EooN(»tiod 


dS!8 

▼i Of Winkers in domestio 
•etrioe. 

III. MiaceUaneout: 

House Property 

Silk 

Pottery 

Honey 

Pensions 

GkiTemment Commeroial 
undertakings 

Interest on Agrioultural debt. 
Indirect Taxes 


326 4,947 ±1« 


774 

12 

60 

10 

79 

89 

170 

839 


Deduct 1855 

Bevenue from indirect taxes -f-839 

Interest on internal public debt —160 

Bzcess of exports over imports, etc. 396 

1076 780 dbKil 


Be. 16,890 ndllicHi 

After arriving at the above figures. Dr. Eao thinks that the 
official estimates of agrioultural output are over-estimated by 10 
per cent and that there is an evasion of income-tax amounting to 
6 per cent. Thus the net national dividend figure will be between 
Bs. 16,651 million and Bs. 18,6(7 million, thus gitibg ni a j^er 
capita income of Bs. 65 with a margin of error of per cent. 

Dr. Bao then proceeds to calculate the income of a person in 
rural and urban areas and says that corresponding to an of 

Bs. 65 par capita for the whole of India, the per capita income in 
rural areas is Bs. 51 and urban areas, 166. 

5. In its 1948 annual number, the Baatern has 

made estimate of per capita income in the Indian Dominion. The 
est'mates have been made on the basis of Dr. Bao’s estimates for 
1631-32. The per capita income for the Indian Dominion has been 
judged at Bs. 213 against Bs. 224 for Pakistan. The reason for a 
lower income in India is that the agnoultural wealth of Pakistan is 
definitely greater than that of India due to the presence of large 
areas of canal irrigated lands in West Pakistati whirffi grow imtoetise 
quantities of wheat and cotton and jute-growing areas in Bast 
Pakistan which makes India dependent for 75 per of its 
requirements of jute from P^dstan. 
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Such ertlinates are not wholly reliable. The need for fiadJug 
oot true national dwidend and per capita inootne in India ie, 
however^ of euoh great importanoe that the Government of In^a 
have recently appointed an Expert Committee to carry out inveeti^ 
gations in the matter and to submit a report on India’s national 
dividend as early as possible* 

6. Cmclttsion. We can easily oonolude from the discussion 
above that the collection of statistics in India is very defective and 
in some directions completely absent and in the Indian States 
things are e/en worse. Collection of statistics on scientific bases is 
an urgent necessity. The Bowley^Robertson Report published in 
1034 made certain recommendations for the collection of data 
through a permanent department at the Centre with the help of 
qualined economic staff. They suggested that there should be four 
members attached to the Governor-GteueraTs Council. Two of the 
members should be trained economists and the third would be the 
Director of Statistics. A census of production should be carried 
out quinquennially while the main census of population should 
continue to be decennial with a supplementary abbreviated census 
in the middle of the decade. The two census should synohronke as 
far as possible. Besides, each major province should have a whole¬ 
time statistical officer who should review ail departmental statistics 
and co-operate in every way with the Central Director of Statistics. 
The authors of the report also suggested the method of calculating 
the national income of the country almost on the lines on which Dr» 
Bao later carried out his investigations. 

Secondly, all the various estimates made by officials or non* 
officials, Indian or European, with all the variations, big or small, 
indicate that the Indian people are very poor. They are not only 
poor so far as the per capita income is concerned, but also from the 
point of view of goods consumed* The darkness of the picture be* 
comes more accentuated when we see that India cannot produce 
sufficient food for herself in spite of the fact that she is primarily 
an agricultural country* According to Dr* Badha Kamal Mukerjec, 
India is deficient today in her food supply for 63 million people! 
According to Dr. Aykroyd the deficiency m vitamins is even greater! 
The Food Gram Policy Committee also remark that the standards of 
consumption prevailing in India are very low and the level cannot 
be cut any further. Housing conditions are awful in the industrial 
towns and extremely insanitary in the villages. The death-rate is 
high. The rates of infant and maternity mortality are much higher 
than those in the West. These wretched conditions are entirely the 
result of poor production both in agriculture and industry. 

The conditions of wretchedness in India appear even more 
dreadful when we compare them with conditions in other countries. 
Mr* Colin Clark has put forward a formula for comparing the 
eoonomie welfare of different countries. He has reduced the esti* 
tnates of national incomes of a number of countries to the 
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priee levd and expressed them in the form of international units 
per head of the working population. He defines the international 
unit (LU.) as *^the amount of goods and serriees whioh one dollar 
would purchase in the U.S,A. over the average of period 19I15*34/* 
The following table gives the average real inoome per head in l.U/s 
during this period in some countries 


Country 

I.U’8 

Goontry 

I.TJ’b 

U,8.A. 

1881 

Japaa 

353 



Egypt 

300-350 

Great Britain 

1069 

U.S.S.R. 

320 

Australia 

980 

South Africa 

276 

France 

684 

British India 

200 

China 

100-120 




It is possible that Mr, Colin Clark’s estimates are defective to 
some extent but there can be no doubt that British India and 
China are at the bottom of the hst. The National Qovemment 
of India has a great leeway to cover and can do so only with the 
entire will of the nation at its baok. Qaps can be filled and 
remedies found only if proper surveys are made and accurate 
statiaties collected. 



CHAPTER XXXVI 

UNEMPLOYMENT, FULL EMPLOYMENT AND 
REFUGEE REHABH-ITATION 

1. Nature of the Prohkm. To talk of the unemployment 
proUem in the eonditions created by the war looks a little odd 
Daring the war, and for some years following the war, there te 
dli'Ptevaiimg soaroity. The price of everything, including that of 
labour, has gone np. The immense mass of humanity residing in 
India lias been almost fully absorbed. The unemployed man is a 
rare phenomenon. 

But these are abnormal conditions and cannot be expected to 
last for ever. Kormslly in India we find a vast mass of the 
unemployed floating hither and thither in search of jobs. We have 
no system of poor relief and no statistics of the unemployed persona. 
But atattstical proof is hardly needed to prove what is so patent to 
everybody. There is, in India, in normal times a large scale on* 
employment or under-employment though this fact is concealed by 
the existence of the joint fmnily system which looks after the age^ 
the infirm, the disabled and the unemployed men in the famUy. 
Besides, the charitable disposition of Indians and their misguid^ 
religious sentiments help to maintain in India a numerous dass of 
beggars. Their unemployment may not be involuntary, yet they 
cannot be considered as gainfully employed. 

Unemployment problem in India is a tremendous problem in¬ 
volving vast numbers; it is also a complicated problem on account 
of the peculiar social and religious conditions prevailing in India. 
The march of the uprooted millions following the partitimi of the 
country has lent the problem of rehabilitation and employment a 
new nrgen^. 

2. Types of Uoemploynaent. The nature of Indian economy 
is vastiy difiPerent from that of the European countries. Conse¬ 
quently the nature of unemployment here is not the same as else¬ 
where. In the highly industrialised countries unemployment affects 
the industrial worker mostly. But in India we have three main 
types of unemployment; 

(a) Agrionltnral unemployment. 

(b) Industrial unemployment. 

( 3 ) Unemployment among the educated olassea. 

We shall oonsider these three types of unemployment 
tepaiately. 


681 
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AGRICULTURAL UNEMPLOYMENT 

3. Cavnm- Th# bietoiy of Indian agrfctiltnro Is a ohroninle 
of intermittent and progressive depression* Just as India has its 
depressed classes, she also has a depressed industry, mz», agrieulture. 
Being normally in a depressed state, Indian agriculture is unable to 
sustain the vast majority of the people who seek livelihood from the 
soil. Prom the evidence tendered before the Punjab Unemplny** 
meat Committee (1937*38), we iSnd that although there is no 
permanent unemployment among the agriculturists, there is fairly 
widespread seascnal or casual unemployment, and there is chronio 
uncter-employment. The following are some of the causes responsible 
for low efficiency of Indian agriculture 

(1) Increoaing presmre on the soil. The ever-increasing popuk* 
tion of Iniia is irresistibly drawn towards land in the absence of 
other bandy and lucrative avenues of employments. Consequently 
about two^thirda of the Indian population depend on agriculture 
and allied occupations. 

(2) 8eaionf$l nature of agricultural operafione and lath of atip- 
plemenitary indudries. There is a state of enforced idleness in the 
rural areas of India for three to four months in a year. The period 
of the involuntary unemployment varies from tract to tract. In the 
well-irrigated tracts, the farmer is busy almost throughout the 
year. In the canal colonies, they are kept engaged in their vooi^ 
tion for nine or ten months in a year. But in barani areas, the 
farmers may have to remain idle for 5 to 7 months in a year. If 
our farmers had combined with agriculture some supplementary 
industries, like dairying, poultry, sericulture, bee-keeping, etc., they 
would have kept themselves profitably employed throughout. But 
that is not the case * Our farmers have no double string to their 
bow and they depend exclusively on forming, 

(3) No extension of area under cultivation corresponding to 
increase in the farming population. 

(4) No appreciable Improvement in the farming technique. 

(5) Inadequate or untimely rains or floods making agricultural 
operations impossible ; Indian agriculture is said to he a gamble in 
the rains. 

(6) Chronic indebtedness and lack of capital. 

(7) Uneconomic size of holdings. 

(8) Subsistence nature of agricultural economy and its un¬ 
planned nature. 

(0) Inefficient marketing. 

The cumulative effect of all these causes is to reduce the 
standard of farming in India to an incredibly low level, so that it 
cannot provide employment to millions of Indians^ who, by necessity 
pt preference, are wedded to agriculture. 
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4. Cmte^ptwieet of agdeoltaral ConBiderii^ 

that a vast majority of lodiaas depend oo agriooitare, agdoultacal 
oneaipioyment must mean misery attd hardship to miVions in 
India. When a great majority of the people are hit hard others 
cannot escape injury. Depression in agriculture must produoe 
depression in industry. Gorerntnent finances will suffer whi<^ 
wili lead to ourtailment of governmental activity and enterprise. 
Agrioultural unemployment, therefore, oT’erflowa to other fields of 
eoononiio activity. Loss of purchasing power by about 90 p.c. living 
in the rural areM can be nothing short of a national disaster. 

8. Reoaedtes. Beoonstruotion of Indian agrioulture seems to 
be absolutely essential if periodto and seasonal ebbs of unemploy¬ 
ment have to be avoided. Its nature as subsistence farming must 
change Methods of cultivation most undergo a revolatioaa>ry 
change ; agricultural technique most be stepped op. Irrigation 
facilities must be improved so that Indian agriculture does not 
remain at the mercy of rains. The system of marketing must be 
rationalised. We must introduoe crop planning. Areas under culti¬ 
vation must be increased by means of lands reclamation aohemes. 
Use of chemical manures, better seeds, better system of rotation, 
better sowing aod better drainage are some of the other measures 
that can be adopted. 

But the adoption of better methods of farming hinges on one 
important factor, viz., tbe size of the holding. Unless the size of 
agrionltora! holdings is reasonably enlarged, there is no hope of 
modernising Indian agricultare. Mechanism can be effected only 
if there are large farms 

Above all, agricultural unemployment can be effectively reme¬ 
died if there is equalization of popuktion pressure. There are too 
many people on land now. Tbe surplus of the rural population 
must be weaned away from agricultare and must be absorbed in trade 
and industry. The Punjab Unemployment Committee in their 
report ('1937-38, ^ra 9) calculated that at least one third of the 
population snbsisting on agrioulture was for practical purposes 
unemp'oyed. The conditions in other provinces cannot be much 
difierent.. General economic development of the country at a speed 
unknown hitberto is esBentiai to lighten the pressure on the soU and 
to reduce the inoidenoe of agrioultural unemployment. 

Fundamental ot^^anisational changes are also eaUed for. In the 
absence of organisitionslohanges other remedies may prove to be 
mere palliatives. We should introduce group farming. As 
S. Tarlok Sing puts it in his Poverty and Social Change** * without 
group control over toe management of land it Is not possible to 
create an orgauisatimial framework for bringing about a better 
agrioulture, for assuring equality and freedom to suppressed groum, 
for integrating the moral and industrial eomioniy; and finall, for 
creating new socia) values and incentives. 
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INDUSTRIAL UNE8ITLOYMENT 

0. EiOviit ei Indintaial Unemployineat. Here agaia we are 
faced with a etatiatical blaclcoat. We bare no reliable figures to 
assess the inoidenoe of industrial unemployment in our country. 

For a long time our industries suSered from shortage of labour 
supply. Suitable labour to man the growing industries of India 
was not forthcoming. Neither the wage nor the liring oonditions 
in the cities were attractive enough to secure adequate labour 
supply. The Indian worker has been a farmer by preferenoe and 
a miiUband by necessity. The indnstrial workers were fugitives 
from the rural areas “to escape from drstitntion or social disabilities 
or from the panslties of law or from the severe penalties with which 
the village visits offences against its social and moral codes...Few in¬ 
dustrial workers would remain in industry if they oould secure food 
and clothing in the village ; they are poshed and not pulled to the 
city.**^ The industrialists thus experienced great scarcity of labour. 
Labour was migratory and not permanent. The worker would 
always wistfully look back at the village, and wouM leave for home 
at the earliest possible opportunity. 

But the era of labour shortage is at an end. The oonditions 
in the industrial centres may not have improved but the conditions 
in the rural areas have become worsened with the result that tbe 
labour mai^et is now inundated by the runaways from rursd areas. 
There is thus a large number of people seeking employment in 
industries. We cannot exactly say how many but the number is 
bound to be considerable. 

7. Why this Industrial Unemploynoent 1 Our industrial 
system is unable to absorb our growing population and for this 
there are several reasons : (i) Our industrial development is im¬ 

mature and inadequate.* The expansion of industrial stmotore 
in India is not commensurate either with its vast resources or with 
the growth of its population. 

(u) The location of industries is very defective and un¬ 
economic. There is overcrowding in certain centres which inevitably 
raises the cost of production. 'Ai the geographical distribution of 
industrial units had been rationally planned, industrial* structure 
would have been more economical and its capacity to absorb 
workers would have infinitely increased. 

<tit) The cost structure is very rigid and does not respond to 
changes in prices of the industrial goods. Consequently our 
tndnstries are periodically overwhelmed by depression which brings 
about nnempli^ment. 

(tc) The subsistence economy prevalent in our rural aroae 
peoludes the development of an adequate market for our indu&trial 
products. 


1. Report of Royal Oomminsion on Labour, pp. 15-17. 
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!Fhe nel result of tbe op<»«tion of these oanses is to make oar 
industrial system incapable of sustaining a heary presenre of our 
increasing numbers, nor can it bring about an even distribution crii 
^ploymenc pressures in the oouutry. It eannot provide a stable 
labour market. '‘The Indian induwtriai system is dangerously 
poised between tbe Soylla of a fluid labour market and the Oharyb- 
dis of a secondary market determined by the dynamics' of the 
consumption-propensity of a population caught in the rigid 
framework of a sabaistenoe eoonomy.”^ 

8. The Remedy- The remedy for industrial unemployment 
lies in stepping up industrial effioienoy. Our industrial structure 
needs a thorough overhauling. Most of our industries need going 
through a process of rationalisation so that waste' of all kinds is 
eliminated and industrial efficiency is raised to the highest possible , 
pitch. Over-centralisation of industries will have to be rectified, | 
the quality of the raw materials improved, teriinioal training | 
imparted to labour, capital reaouroes mobilised, managerial skill | 
imj^oved and industrial organisation generally gdvapised. 

Apsurt from removing the shortoomings of the existing industtial 
structure, it will be necessary to launch far-reaching schemes of 
industrial development, something like that envisaged in the 
Bombay Plan. Shri Q D. Birla has put forward a five-yesw 
development scheme which is quite oommendable. We must reirily 
do something big in the matter of industrial development. Wo 
have got the resources. A number of plam are before the country. 
What is now needed is something practical, that is, an effective 
execution of anv rational plan. India has not the freedom to shape 
her destiny. We have now to show if we have got the capamty 
to make a good nee of that freedom. 

The fact can hardly be over-emphasised that it is to industry 
alone that we can look forward to absorb the rising surge of tbe 
imemployed. Agriculture is already overcrowded, and fso are the 
liberal professions. Development of industry is our soliteuy hope 
to relieve us from the miseries of unemployment. When oar 
industry rises to its inll stature, tbe stature to which it has eveiy 
rightlio rise, unemployment will vanish. India has better dhances 
of solving this problem of unemployment tbrongh the development 
of industoies than many advanoM oonntries. Our indostrial steao- 
ture is yet in a state of infancy and there is a great scope for 
farther expansion. ' Industrial system built np carefully as a 
co-ordinated and integral part of the general economic development 
of the country cannot fail to maintain an amazingly high level of 
employment. Industrial baokwardness is the one oanse of tbe - 
Boonrge of unemployment in India. We can remove it. 

UNEMPLOYMENT AMONG THE EDUCATED CLASSES 

9. A Serioat PmUem. The problem of the educated un« 

^mploy^ oc^titnte^a very serioas a^ menacing ^ The 

1- Bamaswami, T. K.>-Fuil Smploynient for India, IMS, p. 115. 
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edaoikted unemployed Is a dangerous person. He k roeal; he hai 
isflu^oe i he nurses a sense of personal injury and, if the grierauee 
is long continued and the numbers inrolved are large, as in India, 
tcT the situation is decidedly exploeire, and will be a constant threat 
the security and stability of the State. The unemployed persons 
belonging to this category are not ‘dumb, driven cattle' but 
intelligent people, and will not accept an unenviable posit^ion 
tying down. 

The problem is serious in another way. If educated people have 
to remain idle, then the sobeme of things respoosible for such a 
state of affairs deserves strong condemnation, ^t involves the waste 
of the beat of our human resources. It means a great national loss 
that such valuable human capital should stand idle. 

10. Why are the Educated People Unemployed 1 The 

existence of unemplayment among the educated classes is attri¬ 
buted to the too literary obaraoter of education. The system of 
education prevalent in India is divorced from real life. There is a 
mass production of graduates for the absorption of which no 
adequate demand exists. Our education takes a young man straight 
to M. A. after which, if one does not get a clerical or a teacher’s job, 
one is doomed. There are very few alternative openings which can 
bold out prospects of a respectable living for young men who 
maintain a high standard during their academic careers. 

Our system of education has elicited sharp comments. One 
witness stated before the Punjab Unemployment Committee in 1927 
that Lord Macaulay’s system of education "was meant to create a 
class of translators to serve purely as interpreters. Education has 
let these interpreters remain as interpreters and nothing more, with 
the addition that anything real is gone and the rest is all imitation 
and chaff where there is no place for anything canduoive to make a 
human being of an Indian." Sir George Anderson, the President of 
the Punjab Unemployment Committee of 192’, himself admitted 
that the present system of education in its very inception was 
moulded with the special object of preparing boys for external 
eBaminatioDB and of training them for clerical vocations, and he 
desoribed the matriculate product of the system as a "derel^t, a 
wanderer on the face of the earth, unemployed because he is 
unemployable." It has been said that *the present education turns 
out no better stuff than indifferent bnbua.' A diploma is regarded 
as a ‘magic passport to government service 

Mr. Armstrong, one-time Director of Public Instraotion. 
Punjab, however, put in a spirited defence of the education system 
before the Punjab Unemployment Committee of 1937. He «»id : 
"There can be no question that our literary form of education has 
in the past helped its pupils to secure a wide range of employment. 

V In the West where the system of education is highly organised and 
provides all possible types, unemployment is rife and is a problem 
the solution of whidi is not locked for in any refotrm of tbe 
educational system prevalent there bnt is tackled from the point of 
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'View of eoonoinlo developraont and the «>n«eqaaQt pnovkion of 
woik. Merely to alter the edao^tional qualidsationa of the 
unemployed without deoreaeing their nnmber is no solution of the 
problem, and to gire our youths teohnioal and rooational edueation. 
without ensuring that industry and agrioulturh oan absorb thena, 
when they finish their training, is merely to hafe one type of 
onemployment instead of another *’ 

There is a great deal of troth in what Mr. Armstrong says. 
Mere change in the system of education is not enough ; It* must be 
accompanied by schemes of economic development so that jobs are 
ready when teohnioal hands come oat of the vocational tostitutions, 
otherwise we shall have instead of B. A, unemployed, the 
unemployed engineers and other technicians. Such a sitnation 
has always existed in India. We have always had a number of 
technically trained people among the unempbyed. 

With all this we mast say that the system of education is 
defective. It is not calculated to equip a person for the straggle of 
life. The medium of instruction, which is a foreign language, m^uis 
a tremendous strain on the immature youths and is sure to retard 
mental development. There are no two opinions abont the defective 
nature of our educational system. Presiding at the All-India 
National Educational Conference held at Wardha in Ootobmr, 1936, 
Mahatma Oandhi observed : “The present system of education 
does not meet the requirements of the country in any shape or 
form. English, having beeq made the media n of instrnotion in alt 
the higher branehes of learmngi has created a permanent bar 
between the highly educated few aod the uneducated mauy. It has 
prevented knowledge from percolating to the masses. The 
excessive importance given to English has oast upon the educated 
class a bunq^n which baa maimed them mentally for life and 
made them strangers in their own land.” Again, ‘ absence of 
vacational training has made the educated olass almost" unfit 
for productive work and harmed them physically.” New that 
India is free, we oan soon expect a drive towards eduoatiomd 
reconstrnotion. 

11. Eatent of Unemployment Among Educated C^lasem. 

It is impossible to ascertain the exact nnmber of the unemployed 
persohs among educated classes. Various provinces appointed 
committees to examine the problem of the unemployed ani these 
committees did estimate the number of suoh people. But owing 
to varying definitions of the term ednoated as well as the inherent 
diffionlties in making an estimate, most of the figures are mere 
guess work. But the absence of reliable statistics does not indicate 
the ahsenoe of unemployment. On the contrary, the fact is well 
known that a large number of ednoated persons have not been able 
to secure employment. 

The Pnnjab Unemployment Committee of 1937 estimated the 
number of ednoated persons out of employment in the undivided 
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Punjab afe 160,000. I^oasaods of persona passing out of tbe portals 
of tibe university sirail the ranks of the unemployed from year 
10 year. The evil is eumolative. 

It is a common experience of all departments that hundreds of 
applloants soramble for a petty job in an office. From the report 
of the above committee we find that 'Hn a certain district for 25 
posts of Patwaris, there were nearly ^00 applicants—90 p o. of them 
being matriculates and not a few being Sf. A.’s and doable graduates.” 
The Chief Secretary to the Punjab Government stated before the 
Committee 4 “As many as three hundred appUoations are receive! 
annually for approximately 25 clerical vacancies. The majority of 
these applications is from graduates and undergraduates.” Oi the 
878 educated unemployed who submitted a memorial to the 
Gommittee, 843 had received a purely literary eluoation, 19 were 
law graduates, mechanical and civil engineers, etc., and 15 were 
professionally trained persona. An advertisement inserted in the 
‘wanted’ oolunna of a newspaper is sure to bring forth a fabnlonsly 
large nnmber of applications. There is a sure index of verr wide¬ 
spread noemployment. Malik Arjan Das, who was associated with 
the Tribune, says : “ I remember that in reply to an advertisement 
inviting applications for the post of a head constable of police in 
.^^oa, the number of applications received was so large that the 
advertiser after three or four days totally refnsed to come and 
receive his dak and I had to send the hundreds of letters not taken 
delivery of by him personally to his hoa^e.” There is thus not the 
least doubt that normallv in India thousands of educated persons 
fail to secure a suitable job. 

12. What is Remedy ? The obvious remedy is the reform 
of the system of eduoation. fidncational facilities should be more 
diversified, so that the education imparted to our-youths is not 
literary. Institutions for teohnioal and vocational training should 
be multiplied, so that our young men are enabled to lesm a craft 
and to start a cottage industry on a small scale on their own 
account. This would obviate the need of seeking a job with some 
employer. 

Bat economic development mnst proceed pari poum with 
ednoational reform. It is necessary jio create jote and not merely 
enough to fit people for the jobs, v^nly economic and indnstrial 
development of the country can multiply the jobs available for the 
people. The real remedy, therefore, is the fullest exploitation of 
the monroes of the country and carrying through a comprehensive 
developmcmt plan so that opportunities of employment may be 
multiplied. 

It. Conelurion. There is in India, undoubtsdly, widespread 
unemployment among all classes far normal times A great deal of 
disguised or eoaoealed unemployment or under-employment exists 
,fai India. There is nnemj^oyment among the edoorted classes, the 
‘uneduoated masses, among the industrial workers and also among 



UHSMPLOYMSNT AND FULL IMFLOFMENT' «3d 


the egrimiltiidets. Speoiio remedial measnrea to amdliorate the 
oonditioiie of tbeaoemi^yed in mioh eategory have to be adopted. 

Bot the oaase whieh Uee at the bottom of dU t^pes of 
nnemptovment i a toe eo opomio baokwardnea? pf..thO„fflMiatry* Th® 
number of potential Wrli^oTaDi*types is vexy much greator than 
the volume of available employment. This is doe to the fact that 
the productive resources of the country have not beem fully and 
properly exjdoited. The resources of India lie unutiUsed or imper¬ 
fectly tttilis^. This being the case, the only remedy is> to accele¬ 
rate economic development and mahe it commensurate both with 
the resouroea as well as the growing population of the country. 
Growth of population without a corresponding development of the 
country’s resouroes furnishes a real explanation of the existence of 
unemployment.' 

Unemployment is not an act of God, as the Indian masses 
given to fatalistic thinking are prone to imagine. Unemployment is 
not a natural calamity but the consequences of defective human 
organisation. It arises from the incapacity of the economic system 
to adjust itself to changing Conditions, say, increase in population. 
The country with a large inoidenoe of unemployment is eaught in a 
vicious circle t Existence of unemployment means a reduced pur 
oliasing power. It means demand for goods and services is not 
sufficient to put all the resouroea of the community to use. Beduo- 
tion in demand leads to the curtailment of productive activity. 
Curtailment of produotive activity leads to unemployment and un¬ 
employment in its turn again leads to reduction in demand. If 
consumption and production are properly balanced, there cannot bs 
unemployment. In primitive society where there is no exchange 
or dtetribution, production and consumption go hand in hand and 
unmployment is unthinkable. Let ns therefore plan oar eoonomio 
system in snob a manner that productive capacity ahd consumption 
propensity are in equilibrium. 

The Punjab Unemployment Committee of 1937 thus sums up 
the unemployment problem^: "The unbidaneed nature of our 
economy is the primary cause of un^ployjnent. General depres¬ 
sion for us means an agrarian crisis. '/The fall in prices of s^oul- 
tural produce has severely curtailed the purchasing power of tite 
peasant. This, in turn, has retarded eoonomio development in maz^ 
spheres. It has aSeoted public services, industry, trade and pro¬ 
fessions In varying degrees. Most of the inoome of the Governmmit 
is derived from land. Eednoed revenues moan reduction in nmuon* 
nel of services and lees expenditure on benehoent aotivities. Endue- 
tion in the purobasing power of the major portion of oonsumers 
has aoted as a brake on industry and txade. For the same reason 
professionid inoomes have gone down. Eetrenohmmit in eervioes 
and staffs reduction in private c^oes, milb, factories, etc. have 


1. Report of the Punjab Unemplojrnaent Coomiittee, 1937-38. p. 9. 
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av«nue» of emplc^ment not only for adooated persona bnfc 
for o^rtienns^ botb akiUod and unskilled. There is no single oanse 
of nnemplo^ent. The malady i» the oamtilatiye result of a number 
of oauses. >yBut the problem viewed as a whole comes to this : the 
number of potential workers is very much greater than the total 
volume of available employment and the disproportion is increasing 
at an alarming paoe« If this process is not oheoked betimes, it 
will endanger the social and economic structure tf society. The 
prospect is one which no Government can afford to view with 
equanimity,” 

But, as we said at the outset, such alarming conclusion may 
sound a little old just now. Unemployment may, as the present 
moment of feverish economic activity, seem a far cry. Yet when 
the War fever has cooled down, India may really be faced with eco¬ 
nomic stagnation, unless in the meantime steps have been taken to 
accelerate economic development. Unemployment is a great curse. 
Apart from material waste it involves, it brings about demoralisa¬ 
tion. It has to be avoided, to use the words of Beveridge, for ‘not 
the Want If may bring but hatred and fear which it breeds.* 

14. Full Employment. To try to combat unemployment is a 
negative policy. We must do something positive. We must build 
up such an economic system that every able-bodied person is 
guaranteed a job by the State. 

In recent years, a vigorous campaign has been carried on in 
various countries in favour of full employment programme. Contri¬ 
butions by Beveridge, Pigou, Roosevelt and Senator Murray in tb© 
formulation of such programmes are well known. Aocordiug to 
Pigou full employment means that all able-bodied people are em¬ 
ployed, if they desire, to work at the prevailing rate of wages. 
To ensure full employment the State must see that at no time is 
the number of jobs less than the number of the unemployed 
persons. 

Full employment can be maintained in the following ways 

(a) The demand for labour should always be kept ahead of 
the supply of labour. ' 

(b) The demand for labour should be properly directed; 
and 

|c) Both demand and supply of labour shbuld be so organised 

changes ki the demand for labour synchronise over a not too 
distant period with changes in the supply of it and vice versa^ 

There may still be a fractional unemployment daring the 
period of adjustment. 

State control will be essential in the economic sphere to 
provide employment for all. Mobility of labour will have to be 
controlled through Employment Saohanges ; location of Industry 
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will haw© to b© ©cmtroUed ©o tfeit tb© availaW© supply of labour 
ca» be properly distributed. VAbove all> the total eitpeoditure, both 
publio and priwate, must be kept at such a figure that the demand 
for goods and services is so great that it can be met only if the 
entire manpower of th© community is employed. 

IS* Is Foil Employment Programme Foible in India ? 

India contains one*fifth of the human race within its boundaries. 
To attempt to provide jobs for such a large mass of humanity is 
too stupendous a task. Some would say it is fantastic and only 
those who have taken leave of their senses can advocate a full em¬ 
ployment programme for the sub-Ctontinent of India. 

The idea may look fantastic. But it need not be so. If the 
numbers for which we have to find jobs are vast, so are our re¬ 
sources. W© have not yet started making a full use of our resources* 
We have, for example, hardly developed 6 p.c. of our hydro-electric 
resources. There is nothing fixed about resources. The more they 
are used, the more they will increase. Improvement in technique 
places increased resources at th© disposal of the community. 

During the war there was practically full employment. Why 
cannot we maintain that state of economic activity ^ " If something 
can be 'achieved under the stress of war, there is no reason 
why we oannot retain it during peace. We should now think 
that we have to fight another enemy, the four giants 

'‘Want, Disease, Ignorance and Squalor.”^ Only let us keep 
up the fight. The aim of this fight is much more oommendaW©, 
It is the amelioration of the down-trodden mass of humanity. 
Publf © <expenditure, Central and provincial, amounted to Rs. 171 
Js in 1938 39, but it rose to the giddy height of Rs 1,198 orores 
^ .045-46. Who could think of such a phenomenal increase in our 
Pt* plio expenditure before the war t The advocates of sound finance 
^ ouid shudder at the very idea. The fact is that finance is a 
^ nere camp-follower of economic and political policies It has now 
been demonstrated that what is physically possible is financially 
possible too. Finance has been definitely subordinated to the 
achievement of an economic goal, vis., full employment, and 
which aim could be more laudable. 

To maintain full employment employing people even on useless 
jobs has been advocated. Sir William Beveridge thinks it is even 
‘better to employ people on digging holes and filling them up again, 
than not to employ them at all, those who are taken into useless 
employment will W what they earn and spend, give useful employ¬ 
ment to others. v'But there is tremendous amount of work that is 
awaiting to be accomplished in India in almost ©very sphere of 
our life e.gr., public health, education, housing, transport, irrigation, 
electrification, modernization of agriculture and industry, etc. Bach 

I* Beveridge—^FuU Bmplcymeut in a Free ^cciety, 1944, p. 31, 
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of those oan be developed to euch an extent as to provide employ* 
ment for the requisite nnrobcr of mm. Even the Bombay Flan 
whiob visualized the doubling of agricultural produotTon and In- 
ereaetng industrial production fivefold was calculated to absorb 
millions of idle persons. The framers of the Bombay Plan admitted 
that without providing full employment the establishment of a 
decent standard of living would remain a pious hope. 

Even when a full employment programme is in operation, 
there may still be a certain amount of unemployment due to seasonal 
nature of certain industries or fluctuations in demand, or techno¬ 
logical changes, or due to some inherent defects in the programme. 
But these gaps can easilv be filled up by properly regulating the 
Government public works programme. The Government will so 
regulate its own economic activity as to remove the deficiencies of 
the full employment policy. 

It must be admitted that the operation of the full employ, 
ment policy will involve extension and strengthening of economic 
controls. There will be a stringent regimentation of all economic 
activity. The economic svetem will have to acquire a higher degree 
of economic mobility, Tb^re «jhall have to be control over prices, 
regulation of private investment, control over location of industry 
and over labour market, control over foreign trade, control over 
consumption as well as over-production. A properly co-ordinated 
and synohronised programme of public expenditure will have to be 
put through. But is there anything inherently impossible in all 
this f 

True, there are difficulties, and fiome of them formidable indeed. 
Ours is a poor country and we lack administrative experience 
necessary to push through such scheme*!. We have hardly taken the 
first steps in social insurance. Social security and full employment 
are yet a far cry. We have been thinking so far of giving limited 
benefits (medical and workmen s compensation, etc.) to certain 
groups of workers. Sickness insurance scheme formulated by B P. 
Adarkar, involving an expenditure of Es. 2^ crores, covers only 12 
lakhs of workers in three major industries, mz., textile, engineering, 
and minerals. There is no provision of old-age pensions or em¬ 
ployment insurance. Ours is yet cnly a limited vision. We shall 
have to think of infinitely bigger things. But there is no reason 
why we cannot do it. Curs is a poor country, some would say and 
wc cannot ^fford suoh luxuries. But thif^ only means that full 
employment in our case will be established at a lower income level 
The programme of full employment is certainly feasible in India. 

16. Some Aspeelt of Full Employment Programme for 
India*^ A full employment programme for India must embrace 
almost all important aspects of Indian economic life. It must touch 
international aspects of Indian economy, reconstruction of 

I, For a full study see Bamaswamy, T, K,— Full Employment m India, 194^* 
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tndiftQ agrioolture aud industry, on-ordination and expansion of 
tmnaport, ragaUtioii of moaey market and foreign trade, raorienta-* 
tiOB of public finauo©, etc* We sball say a word about each of these 
aspects. 

The world today has became one ©oonomic unit. No country 
can stand apart and isolated. The last Great 0dpression and the 
Global War have demonstrated the inter-dependenca of the 
various countries of the world. The economic solidarity and 
stability of the industrialised countries of Europe is closely inter- 
woven with the economic prosperity and stability of the agriool* 
tural regions of Asia. As Sir William Beveridge puts it, **Ibe new 
signpost points dearly to the need for joint action by many nations 
to bring order into the production and marketing oi primary 
commodities.’’ 

International movements of capital will be necessary for imple¬ 
mentation of any integrated plan of economic development of an 
economically backward country like India. Capital and capital 
goods will have to come from abroad. It will be necessary for us 
to establish multilateral economic and hnanciai relations with other 
countries. Structure of our foreign trade will be affected which in 
its turn must affect internal economy* 

If India is to realize her economic destiny and occupy its due 
place in the comity of world Powers, she must raise an economic 
structure wbioh will not only sustain the employment pressure of its 
growing population but also assist other nations in tUe realisation 
of their full employment aims. ^‘She must integrate the dynamics 
of her future economic evolution with the progress ratios of a world 
which is waking to an urgent utilisation of the global resources, 
natural as well as human. 

Our agricultural system is characterised by subsistence economy, 
Tfaii has to change if we are to create full employment income struc¬ 
tures and standards of living. This will necessitate heavy inter- 
occupational movements of labour. This movement has to be properly 
orgsmised, for ‘according to Sir William Beveridge the essential 
feature of full employment policy is *'not mobility of labour, but 
organised mobility.” 

At present our ever-increasing population is intensifying 
the pressure of population on land and is constantly 
threatening even the already poor standard of living in the rural 
areas. There is forced idleness f>r aainbsr of months in the 
year among the agricultural population. Burden of indebtedness 
is keeping the peasant d^wn. Taese handicaps must be removed. 
Productivity per acre must be considerably enhanped to equalise 
employment preisuras. Agricultural produotion will have to be 
properly planned In short, there must be a radical reoaufftruction. 
of our rural economy and it must be integrated with nroau or 
industrial economy to fit in with the implementation of full employ* 
ment programme to absorb 'not only the popilatioo emerging into 
employable age^groups but also other factors of produotion.^ 

1. Ibid., p, 51, T 
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i!hep>^eBt Indian industrial struotura suffers from oertoia 
teohnioal and aaonomio rigidities and is iucumpetent to sustain the 
full employment programme* It is not strong enough ^eren to 
stabilise the oontemporary rickety labour market in the urban 
areas'. The Industrial system of a full employment pattern will 
have to be a oo^ordinated part of the general economio develop¬ 
ment of the country. 

The following programme of industrial reooniitructioa hm 
been put forward^; ^u) more economic localisation ol the indust, 
rial structure ; (6) decentralisation and diversification of industrial 
units; (c) controlled industrial location calculated to stabilibe 
labour markets of the country ; (d) co-ordination of industrial evolu- 
tion with the general economic evolution in the region ; {e} 
omtrolied evolution of regional markets for industrial products ; (/; 
management of wages liuctuations to maintain full employment 
standards of living ; (g) controlled regulation of inter-regional 
movement of industrial products ; (/i) controllel evolution of the 
industrial strucraire with regard to technical progress in the pro- 
oesaes of manufacture ; (t) regulated reconstruction of the special 
industries of the region ; (j) regulation of mter-occupational as 
well as inter-regional mobility of labour ; (i) regulation of invest- 
ment in regional industry ; and (l\ regulation of * consumption ’ 
of industrial products by speculators and monopolists. Nothing 
short of a comprehensive programme of reconstruction of Indian 
industry can support a fall employment program me* The aim of 
industrialisation is nob merely to raise tbe standard of living but 
also to improve tha cultural standard of our people. The drive 
and energy of the tec laical eagiaaer will have to be matched b? 
* that of the social engineer. 

As for our transport system it is haphazard, unplanned and 
inadequate. Such a transport system is a great bar to agricultural 
prosperity, industrial progress and the geuerai economic evolution 
of the country. For the implementation of full employment pro¬ 
gramme, a co-ordinated system of transport is indispensable. The 
transport bottleneck, therefore, will have to be removed, if 
economic regeneration of this sub-Contiuent has to be brought 
about. 

A programme of general econo tnio stabilisation must evolve a 
regulated inter-regional movement of goods, an organised inter¬ 
regional and inter-occupational mobility of labour and regulated 
production of goods, industrial and agricultural, as well as regulated 
consumption of producer and consumer goods. In all this transport 
system has to play an important role. 

When the full employment pattern of society has beer 
established, the transport system must protect it and prevent 
from disintegrating. It must prevent abnormal eoonomio fluotui 
tions which might unsettle tbe eoonomio structure prariding fai 

^ h ibid. pp. 148*44. 
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employment* From this point of view the following ftdjttstmente 
wilt be necessary in the transport system^: (a) The transport 
system will have to be decentralised and regionalised with the 
minimum of cx>ntaot with the transport system which would have 
to concern itself only with the traffic essential to maintain inter« 
regional and international economic relationships; (6) the trans 
port system must be elevated to the pedestal of a public utility 
service and outlay on transport should be in the nature of commu 
nal outlay. This principle should cover the road transport too ; 
(c) effective co-ordination among different transport systems like 
railways, automobile and water transport to eliminate any 
competition among them; (d) nationalisation of the transport 
systems to reduce any competition either in routing or in freight, 
and to maintain an integrated pattern of investment structure to 
implement full employment schemes of stabilisation—regional as 
well as national; (e) regionalised regulation of traffic—goods as 
well as labour—to maintain the requisite pattern of price forma¬ 
tions in agriculture and industry ; (/) adequate re-adjustments 
of ‘expense ratios* in transport services to the exigencies of the 
reconstituted volume and velocity of traffic. 

The transport system must be highly flexible so that it can 
effectively cope with abnormal traffic arising out of the implement' 
tation of the full employment programme. For this purpose 
reliance cannot be had on railways alone. A co ordinated and 
elaborate system df road trrnspcrt will be essential. The trans¬ 
port system, in short, must form an integral part of the general 
economic stabilisation programme, 

A properly regulated money market is also an essential part of 
the full employment programme, A full employment pattern of 
economic structure must eliminate oyolioal fluctuations in trade 
and Industry. Frequent occurrences of booms and depressions a’^e 
^sure to de^stabilise the new economic system which is calculated to 
maintain full employment income structure, Stabilisation of the 
price level is very essential. In the new dispensation, therefore, it 
will be necessary to regulate the deposit-creating capacity of the 
banking institutions and to control the forces influenokig the 
purchasing power of the community* 

The Indian money market lacks the necessary flexibility, ][ts 
various constituents are split up into several water-tight compart- 
ments so that they do not constitute one organic whole. It has 
been remarked that “the development of banking in India has 
been * atomistic * rather than organic */* They are incapable of 
concerted action. 

Certain adjustments will be essential in the structure of the 
Indian money market to flt it in the general pattern of full employ¬ 
ment economic system. For a big country like India one centre) v/ 
Bank cannot adequately meet the financial needs of the various 

..m. ^ ^ 
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ragiond. A certain amount of deoaatraliaation of central bankingi 
astablishmaiit of stnall iaidp^uleut banking units, regulation of 
banking functions in tha country and control of the foreign 
exchange operations are some of the necessary adjpstizidnts in the 
Indian money market to enable it to snatain the full employment 
pressure* 

Foreign trade of a country cannot remain unaSected if a 
country launches a full employment programme. As Sir William 
Beveridge puts it, ‘Inberuational trade has fundamentally diflfe* 
rent aspects for a country with full employment *\ Beorientation 
of our foreign trade policy will be essential to make our full 
employment policy a pucoess. It has been suggested that India 
will have to go through three phases of adjustments so far as her 
foreign trade is concerned^ : (a) Bilateralism to secure the maximum 
advantages of international capital movements to finance and 
implement her enormous programmes of economic development; 
(d) « bloc multilateralism within the British Commonwealth of 
Nations to strengthen her structure of external economic relations 
and preserve her internal programmes of full employment from 
being contaminated by world forces of economic evolution ; (o) 
participation in global multilateral trading as an integral unit of an 
‘Imperial Sterling Bloc’ to preserve the stability of her economic 
system from the depredations of the instabilities of other currency 
blocs till the world effectively implements the evolution of an inter¬ 
national currency devoid of the vested eoonomio and financial 
Interests of the Groat Powers wiioh today control the institutions 
of the United Nations Organisation. The foreign trade must be 
©omplementary rather th'in competitive, 

17* Role of the State in full Employment, In the early 
•thirties the world witnessed the parados of poverty in the midst 
of plenty, a spectacle of over-production on the one hand and 
starving humanity on the other. These chaotic conditions were 
created by the maladjustment between production and consumption 
and the divergence between the rate of capital creation 
and the pace of investment. Technological progress seemed to 
have outrun the consumption propensity of the people, “The only 
escape from the sinister spiral of ecoaomio ‘ progress ' where teohni- 
eal progress incessantly creates enormous divergence between in¬ 
vestment opportunity and capital creation and distorts the com¬ 
position of consumption propensity of the population leading to the 
mad stampede for resources and markets.... *.,,lie 3 in a comprehen¬ 
sive co-ordination of all economic forces,*' What is needed is the 
“ synthesisation of the dynamics of investment into a co-ordinated 
pattern of economic development to liquidate the ‘paradox of plenty* 
and adequately implement the full employ meat of man-power and 
material resources without jeopardising the main springs of technical 
advance,*’ 




I. Ibid., p, 262, 
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Now who cfm bring about this ^comprehensive co-ordination* or 
synthesisation ? We can only look to the Government to do it* A 
system of extensive eoonomic controls will have to be built up, a 
system which can be efficiently administered not the like of one 
which we have witnessed during the war and post-war years. 
Unplanned and unintegrated economic development has created a 
large volume of undisguised unemployment. When far-reaching 
agrarian reconstruction has to be effected, when evils of unplanned 
industrial evolution have to be eliminated and co-ordinated indust¬ 
rial development to be brought about, when the transport system 
needs overhauling and when trade, internal and external, has to 
be canalised, State regulation becomes inevitable. Full employment 
policy cannot be executed without radical reconstruction of the 
entire economy of the country. Economic administration of 
this order can only be efficiently carried out by the govern¬ 
ment machinery. A suitable State machinery for creating full 
employment pattern of economic society will have to be devhed 
and perfected. 

It will be necessary to set up self-sufficient economic 
zones. Inter-zonal economic relations of complementary nature 
will have to be fostered. All this would mean enormous struc¬ 
tural chances in our economic system necessitating corresponding 
changes in the administrative machinery of the government. 

To carry out all-comprehensive eoonomic policy for the Indian 
Bub-Continent a Supreme Economic Council of eoonomic experts 
will have to be created. The Supreme Council will have to be 
clothed with executive powers effectively to coordinate the 
various economic programmes. It should have the powers of 
superintendence, direction and control of the eoonomic system. 
For this purpose it should be free to create suitable subordinate 
instruments of eoonomic policy. To prevent any frictibn and 
to convert it into a suitable spring of the necessary authority, 
the members of the Dominion Cabinet should have seats on 
it ex-officio* In that case it will be easy to carry out its decisions 
promptly. The Supreme Council is to be a sort of ®Brain Trust/ 
In order to make it an embodiment of mature wisdom and 
experience of various aspects of eoonomic life in the country, 
experts, both official and non-official, in banking, transport, 
agriculture, trade and industry must be given due place on 
the council. For each of these branches of economic develop¬ 
ment separate boards may be associated with Supreme 
Council e. Board of Transport, Board of Industry, Board of 
Price Co*ordination, etc. 

The main functions of the Supreme Economic Council 
should be the co-ordination of inter-regional trade, transport, 
movements of labour, prices, distribution of power resources 
between the regions, etc. For each region or zone there should 
he set up Zonal or Regional Economic Councils on the lines 
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of the FupreBD© Eoouomic Coonofl, having aesooiated with It a 
separate Board for each branch of economic development. The 
preaent provinces may have to be split np into smaller and 
convenient Fconomic Zones. These zonal conncils will have the 
important function to develop the reFouroes of the Zone, human 
and material, to the limit- necessarry to mamtaln the full 
employment economic structure and to interweave various 
aspects of economic evolution in the zone as an integrated 
whole. 

In short, the Government will have to undertake the 
responsibility of maintaining an economic system in the country 
which will provide full emplovroent. For this purpose it must 
come forward with its own public works programme so that any 
deficiency of private enterprise is made up. In other words, 
it will be the responsibility of the Government to maintain that 
level of total outlay which ensures jobs for all those who seek 
them* Only the Government can command the resources and 
exercise the requisite authority to translate into practice any 
full employment programme that may be conceived for India. 
A full employment policy in India must aim at ‘preserving a 
progressive balance between economic development and the 
volume of population to maintain a progressive standard of living*^ 
and must protect *the economic system from the impact of 
economio instabilities which may originate ahroad\ This is not 
an easy task and all the resources of the Government will have 
to be mobilised to accomplish it. A complete transformation of 
Central a^d provincial budgets may be expected when the 
full employment programme is launched an 1 executed. Thus the 
Government role will be an all-important role in providing and 
maintaining full employment in India. 

i REHABILITATION OF THE REFUGEES 

18. The Great Tragedy. Other countries win freedom after 
shedding blood ; we shed blood after getting freedom. A tragic 
drama, unprecedented in the annals of human race was enacted on 
the Indian soil on the occasion of the birth of Free India. There 
was anarchy in the Punjab. The knifeman, the bomb4brower, 
the fire raiser and the free-booters were abroad, and carried on their 
nefarious tasks unhampered. Man had gone mad ; the ugliest side 
of human nature manifested itself in all Its nakedness Acts 
of bestiality v e committed on an unheard of scale and It could 
well be said that these men were so many beasts in human 
form. This was even doing injustice to the beasts. The beasts 
are infinitely better than such men. Millions of people, who 
had lived for centuries together as neighbours in peace and who hal 
no personal enmity one with the other, were suddenly uprooted. 
They were driven out of their homes and hearths and they bad to 
leave behind all they had. They considered themselves lucky if 
the family came out iptact without some of them being butohered 
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•nd the irotiW{o& abduoteii. They arrived in the oonotry of 
^eir desticuktioh, "in a wretched ooodition, starv-tog, ilLatHpped 
of ell tiiey had, nearly all of them mouraiag the lorn td near 
rdatires, a veritabla ha man wreckage, pouring in like a tcnrent 
and in complete disorder.” 

19. The Stupendotts Problem. The *maroh of millions* in 
these tragic oiroamstanoes has created a prablem wMoh has never 
faced any government so far in human history. It is so stupendoos 
that even the wisest group of statesmem and the mmt experienoed 
end able administrators may well be bafSed. "The problems 
created by the transfer of five million people &om Pakistan to 
India”, says Dr. L. 0. tFain, "and of a similar number from India 
to Pakistan under violent pressure and in complete defianoe of 
all economic motives are so stupendous, and their tamidoations 
so bewildering, that no one can fathom the depth of their 
effect. It is like having to resettle and rehabilitate the whole 
of the present population o Australia suddenly uprooted from 
the soil and deprived of all means of produotion, in a communally 
tom and economically disrupted country like the India of today.'*^ 

The refugee problem is towfold : (1) To find sanctuary for 
the unfortunate and uprooted non-Muslims ooming from Pakistan ; 
sod (2) to resettle and rehabilitate them in gainful ocoupationt. 
Let us oonsider these two sides of the problem. 

20. Ihe Relief of the Refugees. The immediate problem was 
to evacuate safely millions of Hindus and Sikhs stranded in Pakistan 
and sarrounded by enemies, as it were, on all sides and in an 
imminent danger of being looted, butcher^ and their women being 
abduoted. The Military Evaonation Organization set up by the 
Government of India did a splendid job in this connection and train* 
loads and truck-loads of human packages were unloaded in various 
parts of the Indian Union e^^cially in East Punjab. At the 
same time big foot convo3rs, sometimes more than one lakh 
strong, tradged along the roads under the soorohing heat of 
Indian summer, hungiy had thirsty oarrymg their babies and 
valuables. . 

As soon as they crossed the border and heaved a sigh of 
relief, thf problem was to provide them food and shhitor. A 
number of transit oamps and refugee camps were open^. The 
infant Government of, Bast Punjab was stunned by the sadden* 
ness with which Mic refugees came and the immense aambera 
of them. The Gover^ent of India came to tiieir rescue. At 
first there was mn certainty, inaotion and helplmsaess sE around. 
But gradosilly the Ctovernment recovered a bit from Hik snddea 
^ heavy IdoWf chid the relief organisation begam taking shape. 
Well mganised refugee oamps were establihbed in SllproviiK^ 
The total httmbar of the West Pakistan refugees in about 100 

1- L. C. Jaia—-Some tChoughts on the Probleinii of Behabi]itatia& of 
Msplaeed Persons ISrom Pakhim. 
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OMopa np to June, ISiO, in the {xrorinoM Mid Oentridly«admiiustei!ed 
tmui liM been officially estimated at 6*5 lakhs and the hnmber 
in States has been ronghly put at 1,10,600. Jn addition, there are 
about 50,000 refugees from East Pakistan now (Joce, 1949) in 
camps in West Bengal. 

The pi^ent writers have .the first-band experience of ranning 
some of these camps. We cannot say that the relief organisation 
was able to do ail that could be done or that we were satisfied 
with the management of the camps, far less was the satisfaction 
of the reiugees. The bare human needs of the refugees 
are so great that the Government resources in men and money, 
simply cannot satirfy them. In the very nature of things it is 
impossible. If the refugees complained and grumbled, it was only 
to be expected. But on the whole, the refugees showed remarkable 
patience and •fortitude. They were prepared to pat up with all 
inoonTenienoee. 

The relief administered, considering the oircumstanoes, was 
reasonably satisfactory. Some oi the camps were models of sanita¬ 
tion. They were weU laid out in the vast open grounds outside 
the cities. Facilities for education, recreation and medical aid were 
provided. Rations including fionr, dal, ghee, salt, vegetables, 
spices and fruit for the sick and the cbiMren and also oil and 
soap were regularly supplied. Quilts, blankets, great coats, 
jerseys, cotton stuffid bundles, and cloth for shirts, pyjamas, 
turbans, salwars and dupattas were also supplied. The Govern¬ 
ment supplres were supplemented by private charitable institutions 
and organisations. The supplies were inadequate at first. Either 
the things were not ready or machinery for distribution was not 
ready, or there was the transport bottleneck. But afte^a few 
months the relief machinWy was in full swing and the supplies 
of these necessaries poured along. They were distributed on an 
adequate gsoale. The success and the efficiency of these camps 
can be judged from the fact that the incidence of death and 
disease was surptisingly low and much lower than the average 
of the settled populations. Few died of cold and starvation. 

That there are complaints of corruption, cannot be denied. 
Corruption has become pMt and parcel of our life. So long as 
the camps were under the management of the Eduoatioii 
ment, corruption was reduced to the minimum. If public 
spirited persons, endowed with the missionary seal, were assodated 
with the relief work, perhaps cbaneea of oonm^on might have 
heen minimised. But we cannot help saying that the soale at 
which relief was administered speaks of the lai^e-heartcdness of 
the Government. It seems that they are not all eountang the 
cost of bring^g solace to the nnfortnnate vlotims of a regrettable 
pdidosl dedsion. 

The GovemmMih of India has spent Rs. 29 erores on the 
refugees up to 30th April, 1949, in the matter of evacnation, 
reoeprioB, relief uid rehabilitation. In the budget for'1949'50. 



UNEMPLOYliEtlT AND FULL EMPLOYMENT 661 


a provision of Bs. 3S orores and 23 lalclis has b««n mads 
for tho ishabilitatioo; of tlis rofagees. The Provinoial GoverQ* 
ments, too, have spent several orores of rupees in this 
ooaneotion. 

It has nov been decided to stop doles to the mfogees in 
oamps from 31st Ootober, 1949, and the provincial and State 
Governments have been asked to armnge^for a systematic disperstfl 
oi MiS refugees. 

21. The Rebal^tatien Problrat. To feed the refugeee, to 
provide them shelter, clothing, etc , is no solntion of the problem, 
ft will ondnly stretch the slender resources of the Govemment 
and it will demoralise the refugees They will continue nursing 
the grievances and by narrating their oft-repeated blood-eurdling 
tales of woe prevent the wounds from healing. The nation 
will be deprived of the oontribntion that these hardy, intelligent 
and resonroeful people can make to our economic life. *lt is 
a part of the grim tragedv of refugee problem that such sturdy 
stalwarts as we often come across in East Punjab refngee 
camps, for the most part skilled and enterprising, should find 
the doors of productive toil barred to them at the very inauguration 
of their country's liberation, and be condemned to an existence 
in camps, while the world olamonrs for labour and their own 
country’s resources lie untapped. They sit in camps workless, 
a drain on the slender resoarces of their new bom province 
(Bast Punjab), waiting—for what f One feels they do not know ; 
they just wait.*’ This period of suspense, inaction and mental 
worry must be pot an end to as soon as possible. A blitz 
tempo is needed to bring about the fined absorption of 
the refugees in our economic life ff a farther upheavri 
and national disaster is to be avoided. Human misery ia ( 
indivisible and unless the refugees are qutokly rehabilitated, j 
they are bound to spread misery all around. "Bebabilitation is j 
not merely re-settlement; it ia a fnndamental prooera of readjust-i 
ment indicating that reasonable means of living have beeni 
found and the refugee is fitting as an organic unit into a new) 
envinnunent. 

Dr. L. G. Jain, who was at one time Economic Adviser to (he 
Ministry of Relief and Rehabilitation, prepared a oompr^enMve 
scheme of resettlement of refugees. If the scheme were foithfully 
carried out, the problem would have been sucoessfully tackled. If re¬ 
habilitation is to be done in a scientific manner, we most consider 
the number of the people needing rehabilitation and their char&oter 
as well as .the gaps created by the Muslima evacuating to Pakistan. 
According to a oensos taken by the Ministry of BchabiUtation* ^ 

' number of r^nj^s from West Pakistan is 60 lakhs and that nom 
Bast Pakistan op to the end of April 1949 has been estimated at 
19-6 lakhs. 

1. Eastern Eeoaoiairt, May 1948 p. 930. 
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Tbe Dumber of Moaliuui wbo hav-e left for Pakistan is also 
praetioally the same. But the two types of people are vastly 
differect. The noU'Muslima migrating to the Indian Onion are 
mostly non-cttltirating land owners or persons who are engaged in 
trade, industry and professions. The Muslims, in the other hand, 
were artisans, teobhioiana and labourers. The former had a very 
high standard of living in Pakistan, whereas tbe Moalima of East 
^njab hstd a low standard of living. This makes tbe rehabilitatitm 
problem for Us rather difficult. The exodus of the Muslims has 
created gap in our economic life vhioh inooming non-Muslims 
cannot fill. The exodus of the Muslims disrupted the economic 
life of East Punjab and brought industry to a standstill. Before,* 
therefore, rehabilitation of the inooming non-Muslims can be taken 
up the damaged economy must be repaired and we must get the 
productive maefainery going. 

22. RehabiiitatioD is an AU-bidia Problem. The problem of 
rehabilitation cannot be tackled piecemeal and cannot be tackled 
as an isolated problem concerning the two provinces Bengal and the 
Punjab. It has to be tackled on an all-India basis. It is, there- 
fcne, well that the refugees have been dispersed in all tbe ptovmces. 
Roughly 40 lakhs may have to be rehabilitated in East Punjab. 
All provinoea and States have offered to resettle a certain number 
of refugees. 

23. Qassification of the Refugees—Rural and Urban. For 

purposes of rehabilitation the refugees may be classified as rural 
and urban. Tbe nrban population of the Hindus and Sikhs in 
West Pakistan, who have come over to India, has been estimated 
at 20 lakbsi. The rural population may be put at 35 lakhs. It has 
been estimated that 27 lakhs of rural refugees have arrived in East 
Punjab consisting of 18 lakh agriculturists, 3 lakh hon-agrioulturitts 
belonging to rurid areas and 6 lakh belonging to ancillary groups, 
i.e., artisans, etc. 

il. Raooureet AvwlaUe for RebalnlitatioB. For rehabilita> 
tion we require Imid, shelter and employment. If we compare 
what non-Muslims have left in Pakistan and what Muslims faavo 
left on this side, we shall see at once the inadequacy and mcfagre- 
nees of the resources available. The contrast is too glaring. Hindus 
and Sikhs left behind in West Punjab 67 lakh acres as against 45 
lakh sores left by tbe Muslims in East Punjab of which 11'5 hkh 
acres are to be found in Hissar and Gurgaon districte whiiffi are 
known for iDsecurity of <ffop8. Also, the land left by the Muslims 
is DO comparison with the rich osoal colonies that our people have 
left in West Punjab. 

The housing aooommodation left behind by the Hindus and 
Sikhs is far superior to that left by the Muslims on this side both 
in quality tod qnanrity. It has been estimated t^t tii«e b * net 
shortage of 76,000 to 100,000 honses on onr side. 
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As for employment aTAfUible, the proapeotn «rs very gloomy. 
The Hiadns end Sikhe that liaTe come oat from Pakistan vere 
mtgagod In trade, industry, servioes and professions and thaie are 
preoiedy the oecapationa not aTailable on this side for they are 
already in the hands of Htndos and Sikhs. The Muslims who hare 
gmae were mostly artisans and labourers and this is precisely what 
the inooming aon^Mnslims cannot be. 

25. Rural RduliiUtaReia. For the rehabilitation of rural 
population consisting of agrionltorists, petty shopkeepers, 
money-lenders, artisans and menials, it is necessary that the 
agTioaltnrists shonld be atonoe settled, for others depend npon 
them direetly or indirectly. The Bast Punjab Q-overnment pre¬ 
pared a oomprehensire sobeme of land allotment aooording to 
wbiofa all agrioultnriat refugees, owners, whether cultivating or 
not, and tenants are eligible ; the allotment is to be on a group 
basis from the otirrent kharif and rabi crops of 1918 only ; each 
family is to he allotted, within the framework of joint management, 

8 to 15 acres. The group system has been adopted to ensure 
better oultiration and to economise bullocks and implements of 
which there is a great scarcity doe to the soorohed earth policy 
adopted by the outgoing Muslims and the pilfering by the local 
non-Muslims. 

The scheme has not worked well. The non-onlllvating owners 
have taken undue advantage of their influenoe and got the land 
allotted in different places and in different names bat did not stick 
to the land. They were tempted by the standing crops and the. 
offer of t'aooavi loans which they got aod misnsed but negleoted 
cultivation, and rahi crop was not sown. It is a pity that evm 
when we had an opportunity of writing on a clean slate vested 
interests could not be eliminated I An inquiry info .the working 
of the seheme in six villages showed that for the rabi crop of 
1947*48 only 66% of the total area abandoned by the Mnslims wsm 
sown and 90% of the sowing was done by non-allottees. It Is 
said that 40*50% of the allotment favoured noa-oultivating 
or thone who bad no conomm with the land. There was *Bohh«ty, 
Jobbery Snobber.v.’^ 

The non-enltivating land-owners should not have been settle i 
on land. They are just a burden and unneo^asarUy add to the 
pressure on the soil. They should be fixed up in other ocoaoatihns 
\.and they may be oompensated otherwise for the loss of land. 
Exolndiag them only 20 lakh persons (4 lakh families) have to be 
settled on land. As only 34’5 lakh acres of land left by MosUme ’ 
are otdtivable out of the total 45 lakh acres, each family can get on 
an average of 8| aores. 

As the available acreage is not enough, we shall have to develop 
our land resources through reclamation schemas, irrigation projects, 
etc. In.lndia there ate 83 5 millioa acres of wast^nd. East 


l. Sastsm fiSocQomiBt—May 26, rQ 48 , p. fl71. 
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Pan|ab haa 3'5 nallUon aoreo of which 9 lakh aoras ean be defioitelj' 
taclaimed. This woold oonsiderablj add to the area available for 
eoltivatioa. Irrigaiion works like tanks and tiibe<wella and major 
projects like Bhidcra Bam, Nangal and Damodar Valley projeots, 
eto. will not only provide extra food, make even the emaller area 
allotted to a refugee ;;^ie]d more but would incidentally provide 
oonsidemble volume of employment, livery effort should, therefore, 
be made to modernise agdculture and add to the productivity of the 
soil by laying out fruit gardens, using chemical manures, better 
amds and better implements. 

Land claims in East Punjab have be n verified from the records 
received from West Punjab, it has been decided to apply a graded 
cut and proceed with permanent allotment of land which is expected 
to be completed in August 1049. 

26. Urban Rdmbilitation. Of 11 lakh nomMuslim evacuees 
from Pakistan, one lakh are estimated to have been engaged in 
large scale industry and ten ldti:ha in cottage and small industries, 
trade, services and professions The expansion of smaH-soale 
industry offers a great scope in view of the need of large-scale 
employment, shortage of consumer’s goods, limited mmm of the 
refugees and the ease with which small industries can be established. 
Every effort should be made to transplant the cottage industries of 
West Punjab in East Punjab. Fhere were several well-known small 
industries in Sind, e p., lungis of Thatta, khes of Nasarpur, woollen 
oarpets of Qadro, lacquer and embroidery works of Halla. These 
artisans should Iw assisted to reassemble in East Punjab and they 
should be put on their legs by granting necessary financial and 
other amistance. 

Among tha icdnstries most suitable for expansion and setting 
up may be mentioned hand spinning and weaving, hosiery, dyeing 
and calico printing, carpet making, fruit gardening and fruit 
preservation, dairy ^ming, poultry, bee-keeping, oil preesing, soap 
making, sports goods, toys, would-work and furniture, surglou 
instruments, bicycle industry, leathw tanning, paper making, eto. 
When developed they may well be considered to have the capacity 
of absorbing 3 lakh persons. The refugees may be given a brief 
intensive training and the industries may be started on a oo^open*- 
tive basis. Training centres have already been started for 
the purpose. 

The large and medinm scale industries oan be developed io 
l^t Punjab in these directions: one or two spinning mills, a woollen 
nifil at Fazilka, a dlotbing factory to meet r^uirements of railway, 
polioe and military depsutments, food processing faotories, motor re¬ 
pairing and coach bnilding industry at Jullondar, Kalka and Ambala, 
ordnance factory in the U.P. Hydraulic engineering at Ambala 
and Jttl undnr, button making industry, match factory at Pathankot 
or Gurdaspur, turpentine faotorim, several printing presses, besides 
East Punjab Government Prii^g ^ss, saw milti, timbw works, 
tile and brick faotories, pottery works for making sanitary wares. 
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drain pi|>ea, orodcery, refraotory nuAeriida, iaealators* eto. But 
flaoh a lurga scale industrial deralcpoieat is {lossible only through 
active OovernmMit assistance. Industrial Dev^opment Board may 
be set up for the purpose and also JMational Rehabilitation Finance 
Corporation to grant Joans, The Provincial Small Industiries 
Corporation may be created to stimulate and assist the developmmiit 
of small industries. The Government of India has established a 
Bs. 10 crore Rehabilitatioh Finance Administration. Loans are 
being gnuoted to indnatrialists." Several industrial towns are being 
devMoped in Bast Punjab. 

Bebabilitation of the petty trader is rather difficult. He needs 
two things, bumnees premises and residential accommodation in a 
city. Both these things are notcnriously scarce. The towns are a 
few in number in East Punjab and they are idready overcrowded. 
They also need loans which can be easily granted. If they get a 
shop and a house to live in, they will rehabilitate themsMvet. 
Already they are doing it The*improvised stalls at the road^sides 
and footpaths in the bazars of East Punjab, Western U. P. and 
Delhi bear ample testimony to the enterprise and resonroefulness 
of these refugees. The East Punjab Government has a plan of 
creating 12 satellite townships at a cost of Bs. 2| orores. The number 
of buBiness men from Pakistan is estimated to be 2,76,(Xto. 

Then there are displaced persons who belonged to liberal 
professions. Their number -roughly is 10,000 doctors, 10,000 
teachers, 10,000 lawyers, 10,000 men of letters, arts and science and 
28,000 miscellaneous Ednoational facilities in India are nc^ too 
many. The teachers and lawyers can be easily absorbed if education 
is imparted on a proj^r scale. Doctors can be subsidisdd and 
enabled to set op practice in rural areas. 

Suggesttons for Fuither Reading 

1. Report of Agriculture Oommisslon, 1928 (for Ap-ionltaral 
Unemployment). 

2. Report of Labour Oommisfcion 1932 (for Industrial Uncm* 
idoyment). 

3. Report of the U. P. (Saprn) Unemployment Comznitteo, 
1936. 

4. Reports of the Punjab Unemployment Oommitteea of 

19% tmd 1937. « 

6. S^maswamy, T. N.—Full Employment for India. 

6. N. Das—Unemployment and Full Bmploytnent in India. 

7. Beveridge—Fall Employment in a Free Society. 



CHAPTER XXXVII 

^THE ECONOMIC EFFECTS OF PARTITION 

1* Intl'odliiietiiin* India was partitioned into two Hominionil 
in August 1947, About two years Have passed sinee then. It is, 
therefore, possible to study the eoonomio oonsequenoes of partition 
to a oertain extent. Absolute aoouracy oannot be (daimed for the 
fig«ir€« given, beeause even in pre^partitioned India most statistios 
Were faulty while others were wholly absent. Things are improving 
in the Indian Union in this respect now, but complete staustical 
data are not yet being publish^. Besides the tearing apart of one 
complete organism into two has had and is still producing such far- 
reaching consequences that it is not* possible to study them with 
much accuracy at this early stage. 

Generally speaking jpartition has had very deletrious effects on 
the^economy of India. India is now a deficit country so far as food 
is concerned and had to import no less than Rs. 75 crores worth of 
food grains in 1948-49 and in spite of intensive efforts to produce 
food grains indigenously will have to go on Imparting them till 
1951 when our long-term river and other projects take effect and 
make it possible for India to If© self-sufficient in food. This is only 
a part of the sorry tale, A much worse feature is that raw cotton 
and jute, which were two very profitable exports of India, have now 
to be imported from Pakistan and elsewhere. Thus India is run¬ 
ning a big deficit in her trade relations with not only Pakistan but 
also with the rest of the world, so much so that thwe was a minus 
balance of over Rs, 95 crores in 1948-49 in India’s foreign Ira^de, 

The dispute between the two Dominions over Kashmir has 
also an eoonomio genesis, even though it has taken a political shape* 
Both the Dominions are spending large sums of money on expand¬ 
ing the»r armies and establishing ordnance factories and arsenals* 
The ^police ^ion' in Hyderabad and the war in Kashmir have 
accentual^ iutiatlonary conditions in India, These and other 
I allied activities are in direct contrast to the schemes formulated iu 
I the united India at the time when the war ended. Instead of being 
able to economise we have had to spend wastefully to defend our 
political and economic interests, which has made it difficult for 
India either to reduce taxation or to balance budgets. The 
partition has thus had very unwholesome effects on Indian economy 
which will be cured only after a lapse of some years. 

Let us now study the effects of partition on various aspects of 
economic life in detail. 
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2- PofNilidi^* The total population of India aooording to 
the Opdbus of 1941 was 389 million. Siooe then there hare 
undoubtedly been major changes in the sot up of the populaticm 
but all such changes hare to be ignored till a new census takes 
place in 1951. On the basis of 1941 figures the following table 
indicates the population in the two dominions.^^ *■ 

POPUIATION 



Population in 

Area in thousands 

Density per 


(Lakhs) 

ot s< 3 |, naif 8 

aq, mile. 

IntiiA (united) 

38,90 

16,74 

247 

Provinces 


H 63 

341 

flutes 

9,62 

7,11 

130 

Indian Union 



1 

(Provinces) 

28s00 

6,27 

' 366 

Slates moludinw 

S,40 

6,00 

168 

Hyderabad* 




lutul ludiiin Union 

31,40 

' 11,27 

270 

\'ckistan I*rovmoes 

1 6,6' 

2,36 

280 

States 

60 

1,29 

39 

Total 

1,10 

3,65 

174 

Kashmir 

40 

82 

49 


It is clear that Indian Union has 81% of the entire population I 
of the country, and only 72% of the area (if Kashmir is ignored). I 
The density of population in Eastern Pakistan is very high, 
being 718 as against 136 in Western Pakistan and nearly 64% 
of tho total population of Pakistan lives In East Bengal. Tlius 
the pressure of population in Eastern Pakistan is very much 
greater than in Western Pakistan. 

The Pakistan States have a population of 50 iakha only with 
a total area of 1,29,000 sq. miles and include very thinly populated 
area like Baluchistan which has a density of 4 persons per sq. mile. 
On the other band, tho States in India cover about 40% of the area 
and 23% of the total population. The number of States in the 
Indian Union ran into 560 (at the time of the partition) but they 
have since been reduced in o leas than 30 groups by tho following 
three methods: 

(a) Merging with the neighbouring provinces like the 

_ _ _ ___ 

1. Since tho Kashmir problem is still hanging lire before t,th ■ U. N., the 
date about Kashmir is givew Separately. 
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(6) Uniting together to form bigger onitSp like Saurashtra, 
Himachal Pradesh, Bajasthan, Madhya Bharat, 
Patiala and East Punjab States Umon (#ep8U), 

eio. 

(c) Bigger States like Mysore, Kashmir, Hyderabad, eto^ 
being allowed to stand by themselves. 

The accession of Kashmir to the Indian Union has not been 
agreed to by the Pakistan Government and the matter has gone up 
before the U. N. who sent a Good Offices Commission to help in 
the bolding of a plebiscite after the raiders have withdrawn and 
refugees rehabilitated to find out whether the people of Kashmir 
would like to accede to the Indian Union or Pakistan. 

Urban and Rural Population, According to 1941 census, out 
of 39 orores of total population more than 34 crores lived in rural 
areM, giving a percentage of 87*2. The relevant figures about the 
Indian Union and Pakistan today are given below :— 


Table. Census figures, 1941. 



Pc‘puiuUv>r 

1 Orban 

ifturei 


in Iwkbp 

P pul tn»n 

Pernentage 

Population 

Percentage 

India 

3h*90 

4*98 

12'8 

33'»2 

87-2 

Indian Union 

9*80 

4-10 

13-8 

S6'70 

f6-2 

1 

Pakistan 

7*10 

69 

[8*3 

6-61 

»:»7 

Hyderabad 

and 

Kashmir 

2-00 

25 

12*6 

1 76 

87-5 


It is seen that while 86% people live in rural areas in the 
Indian Union, as many as 92% do so in Pakistan. 


Distribution according to Gcmmunities. It was expected that 
the partition of the country would solve the difficult problem of 
communal claims, but it has been seen that the problem still 
remains to be tackled. In the Punjab, due to communal distur¬ 
bances, a complete migration of non-Muslims into the Indian 
Union has taken place, while the Muslims have gone over from 
East Punjab to West Pakistan en masse. Approximately one orore 
people have been thus affected, about 50 lakhs having come over to 
the Indian Union in place of more than 50 lakhs gone over. This 
leaves about a orore and a half non-Muslims in East Pakistan and 
over three crores of MupHms in India. It has been decided that India 
willbe a secular State. Hence a fair number of Muslims who had 
gone over to Pakistan are coming baok.^ Con se quently, the figures 

I, Beoently (May, 1948) the Covernm^nt ofludia issued a Oommuni* 
que that Mualims f om P ^kiaian would not be allowed to oome back to 
India in large numbers unless Pakistan Government reciprocated by 
peroiitiiag non-Mmlims who had migrated from Fokistan to India to 
go back. 
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given above are only tentative and final figures will be known only 
at the time of the next oensus when this oross-migration movement 
Is oomplete. 

3. Agriculture. In 1938>39 India had a total area of 6,S3 
million acres, out of which 3,38 million acres were cultivated. The 
per capita sown area in the Indian Union is *75 acres, and Pakistan 
'64 acres. Western Pakistan is better ofi in this respect having *85 
acres for every person while Eastern Pakistan has only *42. Fifteen 
per cent of the total area of the Indian Union is under forests, 
while in Pakistan it is only 5%. Western Pakistan, however, 
habs at its disposal more oaltnrable waaste which can be onltivated 
when irrigated. At the present moment most of the important 
irrigation works exist in West Punjab and . 8ind. Consequently, 
Pakistan has 36% of its total area under irrigation, while the 
Indian Union has only 18% enjoying this benefit. The following 
table gives the necessary facts. 

Table Cultivated & irrigated (In million acres) 


Area. 



Cultivated 

Area 

Irrigated 

Area 

Net Sown 

Current 

fallow 

India 

261 

47 

204 ■ 


Pakistan 

64 

20 

43 

11 

Hyderabad 

30 

2 

27 

i 

3 

Kashmir 

2-3 

1 

2 

0*3 

1 

Total 

337 


276 

61 


The figures for the area under food and non -food crops are 
given below : 

Food and nou>Food Crops Area (In million acres) 



Indian 

Union 

Pakistan 

Kashmir 

All India 

Food Crops 

202*6 

37*7 

2*3 

1 242*6 

No-Food 

Crops 

49*9 

9*0 

0*2 


Others 

10*2 

2’S 

i 

0*1 

1 

12*6 

Total 

26T7' 

49*0 

2*6 

314*3 
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Western Pakistan has a surplus of about 6*26 lakh tons of 
I wheat. On the whole she is self-sufficient iu the supply of food, 
but there is a large deficit of rice in Bast Bengal (7,65,000 tons in 
1944-45), which cannot be made good by the small surplus of rice 
in Western Pakistan. Either this quantity will have to be imported 
from abroad or the Bengalees will have to take to wheat from 
West Punjab and Sind. Pakistan grows only 25,000 tons of sugar 
and has thus a large deficit to make good. ^ 

1 he Indian Union has a very largo deficit in food grains 

1 amounting to 3 to 6 million tom every year. This deficit has to be 
provided for ly imports from abroad, for which huge sums of money 
have to be found. Solid steps must be taken immediately to relieve 
the deficiency. Chemical manures and irrigation facilities are urgent 
problems. The Government of India is encouraging irrigation 
Bohemea of the type of T.V.A. (in U.S.A.) in this country. India pro¬ 
duces about 12 lakh tons of sugar per year. 

Non-Food Orop$ 

1 he table below gives the yield of cotton in the two Dominions 
in the years 1939-40 and 1915-46 in the bales of 400 lb. each, 

(Thousand of balesj 
Pakistan Indian Union 

1939-40 16,44 33,65 

1946-46 13,28 21,14 

The yield pet acre is greater in Pakistan than in India, because 
Punjab and Sind varieties are canal-Irrigated. Besides West Punjab 
and Sind grow long staple cotton. India needs this long-staple 
variety for her own mill-. Out of a total of one million bales of 
long-staple cotton grown in Pakistan India requires about 8 lakhs 
of bales. 

Undivided Bengal used to produce 867o of the 8 million 
bales of jute produced in United Ind a. Out of this the share of 
East Bengal cornea to about 73%. The Indian mills largely use 
Pakistan jute which is of a better quality. The Indian U.noa is in 
a strong petition os regards oilseeds, having no less than 74% of the 
total oilseeds area while 187o is in the States and only 8% in 
Pakistan. India produces more than 3 million tons of groundnuts, 
while groundnut production in Pakistan is negligible. Pakistan 
procuoes IJ lakh tons of tobacco, while India produces almost 
double the quantity. 

Coffee is wholly grown in the Indian Union, about 16,000 tons 
annually. As r^ards tea, out of a total of 466 million lbs per year, 
India produces 406 million lbs. and Pakistan 60 million lbs. 76 p c. 
of Indian tea is exported. 

< Paktofcan has a large surplus of raw jute aud oo tton, which are 
1 largely consumed in the Indian Union. 

Pakistan is better off wiUi regard to cows and buffaloes. The 
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production of mOk per animal in Stad and Punjab is higher than in 
other parts of India, Pakistan has thus more milk per capita than 
India, She has also about 18^/^ of the raw hides. 

4* Minerals. 

The following table gives a clear picture of the mineral re¬ 
sources of India and Pakistan. 

Table. (Minerals in 1944) 


Name of Mineral 

Indian Union 

Pakistan 

Hyderabad 

Coal (m lakh ton) 

248 

3 

9 

Iron (in lakh tons) 

21 

... 

» • • 

Copper (m lakh tons) 

3-3 

... 

« • * 

Manganese (in lakh tons) 

3-7 

... 

• • • 

Bauxite (tons) 

1213) 

• « » 

• • * 

Petroleum (million gallons) 

6« 

21 

*•« 

Mica (owts) 1 

Chromite (thousand 

139000 


• • • 

tons) 

21 

19 1 

s «« 

Gypsum „ 

26 

68 

... 


It 18 seen that except for a small quantity of petroleum and a 
lew pits of coal Pakistan does not produce any important mineral. 
There are many other minerals like Barytes, Magnesite, Monexite, 
diamonds, gold and sil^rer, of which Pakistan has nothing. She 
has, however, a good deal of chromite and gypsum. She also has A 
monopoly of rook sal". (Khewri Mines) and antimony (Ohitral). 

The produce of petroleum in India is not enough to satisfy her 
needs. She has to import large quantities of it from Iraq. 

Both dominions have vast potential res^mroes in hydro- 
electricity. For the time being, India produces most of the electric 
power. Madras, the U. P., Mysore and Bombay have advanced 
greatly in electrification. Tne Maaii Scheme at Jogendranagar will 
stop supplying power to West Punjab from 1949 and this will be 
diverted towards East Punjab. The Nangal project and Bhakra 
dam will supply lakhs of killowats of current to East Punjab in 
about 5 to 7 years time. 

It may be concluded that at the present moment India is in a 
very much better position as compared to Pakistan in minerals. 
Surveys in the future may show that Pakistan {jossesses a number 
of minerals, but they will take a long time to be exploited. Pakis¬ 
tan shall, therefore, have to import important minerals like 
iron, manganese ore, copper and mica either from the Indian Union 
or outside. 

S. Industry. No other aspect of the partition of the oonatry 
perhaps demonstrates so effectively that the partition was a major 
surgical operation on a living organism as on Indian industry. Accom¬ 
panied as it has been by the mass migration of the popuktion, it has 
brought about a divorce between labour and capital and out the raw 
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material® as under from the factories. This has specially happened 
in the Punjab, Sind and the N.-W.F.P, where there has been a 
complete evacuation of the minorities. The artisans and skilled 
workers, who were mostly Muslims, have left East Punjab leaving 
behind factories with little suitable labour to work them. The 
Hindu capitalists have pulled themselves out of Western Pakistan 
leaving behind their factories closed, with little managerial skill and 
with no capital to oil the wheels of industry. There the workers 
are without employment and the factories lack labour. 

As for the raw materials, the bulk of the cotton mills are in the 
Indian Union whereas the bulk of the cotton is grown in Pakistan. 
Also ail the jute mills are located in the Indian Union whereas jute 
is mostly grown in Eastern Pakistan. In the absence of a suitable 
agreement and what is more important without its whole-hoarted 
implementation, the raw materials will lose their markets and the 
mills will suffer from the lack of the raw materials, At any rate, 
as the mills and the materials are to be found in two independent 
separate States, there is bound to be some friction and the industry 
cannot escape some damage. 

The following table shows the location of various indusbries in 
India and Pakistan based on 1942 figures.^ 


Industries 

India 

Pakistan 

Cotton Mills 

857 , 

16 

Jute mills 

in 

... 

Sugar mills 

176 

15 

Iron and Steel mdls 

86 

... 

Cement factories 

67 

8 

Paper mills 

19 


Qloss factories 

112 

6 


It is clear t'lat Pakistan has very few cotton mills, i.s., only 15 
out of a total of 372. In 1943-44, the total number was 410 out of 
which again Pakistan*® share was 15.*^ Pakistan share of glass 
factories was less than 5%, of cement factories about 12% and of 
sugar mills about 8%. She has no iron and steel works, no paper 
mills and no jute mills at all. Industrially, therefore, Pakistan is 
very much ill-equipped. But wa should not jump to the conclu¬ 
sion that what is Paklstaufe loss is indtan*® gain. If they are 
ill-equipped, it does not follow that we are correspondingly well- 
equipped. As it has already been pointed out industrial structure 
has been weakened, because our raw materials lie in Pakistan and 
quite a substantial percentage of our mill hands and technicians 
have gone over to Pakistan. 

Prof. Vakil has arrived at the following conclusions as regards 
the relative position of India and Pakistan in the matter of 
indutrios^ 

1. liaetam Koonomist Pamphlet No 5—Basic Facts Eelating to HjucIub* 
tac and Pakistan, p. 12. 

2. 0. N. Vakil—Economic Consequences of the Partition, ISIS , p, 38* 

S. C H. Vakil—Koonomio Goasequenoes of Partition. 194S, p. 3S* 
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(1) Pakistan’s relative share 5n tb© industrial employment of 
undivided India is less than its share in the population of the 
country as a whole India’s share of the industrial establishments 
is 86%, and of persons employed in industries more than 90% are 
to be found in India ; 

(2) that the development of its (Pakistan’s) industries Is not 
as diverse as in the case of Indian Union ; 

(3) that it lacks many of the major industries ; and 

(4) that even those industries which it has are of a smaller 
size as compared to that of industries in the Indian Union, 

I^et us consider the position regarding some of the major 
industries. On the basis of per cap to consumption of 15 yards of 
cloth India is estimated to have an exportable surplus of 1,500 
million yards, whereas Pakistan has a substantial deficit. Pakis¬ 
tan’s cloth production has been put at 425 million yards as against 
6,045 million yards of the Indian Union, But Pakistan’s cloth 
requirements are of the order of 925 million yards. 

Pakistan is, however, favourably placed as regards raw cotton* 
India will have to depend on Pakistan and other cotton-growing 
countries especially for long-staple cotton. Of the total consump¬ 
tion of 4 *5 million bales of raw cotton during 1943-44, India had to 
depend on imported cotton to the extent of I *5 million bales andi 
of this one million bales came from Pakistan territories. 

As for the jute industrv nearly three-fourtbs of raw jute is 
grown in East Bengal (Pakistani. But all the jute mills are in 
West Bengal (Indian Union). The Eastern Pakistan grows Jute 
which is far superior to that grown in the Indian Union and it is 
especially suitable for the production of hessian. The Indian jute 
mills depend for jute on Pakistan areas to the extent of 70% of 
their requirements. Pakistan ball in India her most profitable 
market for the disposal of its raw jute. 

As regards the cement industry, India contributes 21 lakb tons 
and Pakistan 5'5 lakh tons to the total production. Of the 
two essential materials coal and gunny bags Pakistan is altogether 
devoid and unless Indian Union helps, Pakistan cement factories 
cannot work to their full capacity. 

Sugar Is another essential commodity for which Pakistan 
will have to depend on India. Production of sugar in Pakistan 
is not commensurate with her area under sugarcane, the number 
of factories being very ?mall there. 

The iron and steel industry is entirely located in the Indian 
Union. None of the steel works or pig iron works are to be 
found in Pakistan. Pakistan is thus utterly devoid of an important 
basic industry. 

Effec (0 of Partition on Punjab and Bengal Industry, 

The provinces of Bengal and the Punjab have been particularly 
bit hard hy the partition. Of these the Punjab has been bit the 
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baiiiest. It had to hear the btunt. Histoxy fomlahcm no 
axampl© of sttoh uprooting of the tnilHons involving anoh a 
large loss of property as well as that of millions of valuables 
and dear lives. The sufferings of the Punjab is in mental anguish 
and in physical privations are known only to themselves. The 
Sindhis too have passed through the same agonising experience. 
The Bengalis have been wiser. There has been large scale 
migration of peoples there too ; but it has not been accompanied 
by arson, loot and butcheiy which the Punjabis have witnessed. 


In these circumstances, it can only be expected that the 
industry in the Punjab, Sind andthe N.-W.PP. should lie prostrate. 
Even though almost a year has pissed, the factories still lie 
sealed and the factory hands are still without jobs. Pactories 
in many places have been consigned to fire and machines damaged. 
Such regrettable acts of vandalism took place on a very large 
scale. The industrial structure built with foresight and care has 
been demolished with a devilish glee. Only mad men could 
act in this manner. Little did these misguided masses realise 
that they were harming only themselves. 

Hie Punjab was already not a highly industrialised province. 
It bad vast industrial potentialities but they had got to be 
exploited. The partition had split up this infant industrial struc¬ 
ture. The following is the distribution of industries In the two 
Punjafas^:— 

Industries Muslim 

Punjab 


Non-Muslim 

Punjab 

10 


Cotton spinning and weaving ... 6 

Heavy Engineering ... 25 

Chemicals ... 6 

Ordnance factories and workshops ... 6 

Match factories ... 3 

Sugar mills ... 2 

Oil mills ... 9 

Woollen mills ... 1 

Plour mills ... 12 

Tanneries ... 2 

Printing Presses and Book binding- 

Establishments ... 35 

Paper mills 

West Punjab (Pakistan) has got the 
Lahore on its side. This tilted the balance 
their favour. They have more of heav^v eagiaeering industries, 
chemicals, ordnance workshops, oil mills, flour mills and priutimz 
presses and book-binding establishments. But East Punjab 
(Hindustan) has the advantage in cotton spinning and weaving, 
sugar and woollen mills. 

Eastern Bloonoiuist i’l-mphlet No. 5. Bujgic facts relating to 
and Pakistan. 


14 

3 

1 


jf 

2 

9 


1 

8 

1 


advantage of getting 
of some industries in 
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So far M Bengal ia ooaoemed the diitribtttion is as aadar :■ 


Mualim Non-MwAitii 

Bengal Bengal 

Leather shoes and tanneries <9 

Dockyard, ship*baUding and engmsering 1 S 

Bricks and tiles ... -»• I 

Ordnance factories 3 

Engineering workshops ... 13 203 

Oil mills ... 3 28 

Chemical factories ... — 2S 

Cotton spinning and weaving mills ... 8 31 

Sugar mills ... 12 1 

Woollen mills ... 1 — 

Jute mills ... — 99 


The non-Mnslim Bengal has an advantage of Calcutta, a big 
indttstrid centre. The Muslim Bengal is industrially very backward. 
It has no tanneries, jute mills, ordnanoe factories and ohemioid 
factories. Its only advantage is in sugar mills, whereas the \^est 
Bengal (Hindnstanj has an advantage all along the line. 

6. Trade between India and Pakutan. We have seen that 
Pakistan is much more of an agricultural country than India. 
Before the partition, the needs of one part of the country were 
met by movements of goods from others. India’s internal trade 
was vast, being approximately as much as 15 times the external 
trade, '^is is mere guess-work as there is a complete ‘blaek- 
out* so far as internal trade hgures are oonoemed. 

It is further seen that the oompiexion of India’s foreign trade 
daring tbe war years has much changed. From being a deficit 
country she has emerged as a creditor country and does not need 
such a heavy favourable balance of trade as she did in pre-war 
times. But due to (t) a deficit in f jod grains, (U) an argent need 
for capital goods and (m) unsatisfied hanger for oonsumer goods, 
India’s trade has not yet assumed a normal shape. The sd^lon 
of a normal year, therefore, to get a oorreot perspective of the 
trade relations of India with foreign oountries inolnding Pakistan 
is not an easy task So far no official statistics of trade between 
the two donluiions have been published. To split np the tnai^ 
figures of United India into two parts, thus ^esento great difficulMes. 

In addition the poUtioal relations between the two dominions 
have not yet settled down. I here is a great deal of tension and, 
^though it is neither politic nor deeirabh, a raptore may oome way 
time over an important issub like Kashmir or a oomparatively 
unimportant one like the supply of water to some oinals. Tariffs 
are stall in the making, and disoosabna and omiferaibes going on 
while dedsions arrived at are not implemented. Consequently, the 
estimates made here of the trade possibilities IMween Pakistan and 
India are still tentative and shonm be treated as suoh. 
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We faftve seen that PaJdataB stoada in j^oed of mannfaotored 
goods, eepedally cotton manafaetnres, sngair and steel, leather and 
into goo<u. In addition she will have to obtain coal, glassware, 
mica and metals, like copper, from India. India in rrtum needs to 
import raw Jnte of a snperior quality from East Bengal and Icmg* 
staple cotton and food grains from West Pakistan. Dr. D. K. 
Halhotra in the Eastern Economist makes a rough ostimate of the 
trade on private account between India and Pakistanas below :— 

Bolanoe of Total In orores of Ba 

India Fakitttan 

(а) Baw eottozi» jute and — 95 +95 

food gratae 

(б) Coal, iron, cotton textiles, +90 —90 

sugar, jute manufaot* 

urea, etc. 

-5 +5 

On tbe other hand, Prof. 0. N. Vakil estimated that-on the 
basis of figures for the year 194S-47 India will have an overall 
deficit of Be. 47 orores in her trade with Pakistan. It is estimated 
that India will itnpoH about 4 million bales of raw jute, half a 
million tons of food grains, and about half a million bales of long 
staple cotton. In the reverse direction India will export about 1 
million tons of coal, 600 million yards of cotton cloth, and 5 
million maunds of sugar. In addition Pakistan will need from India, 
miscellaneous manufactured goods in which she is deficient. 

It may be stressed that these exports and imports are possible 
only if goMR are allowed to be exported and imported freely and 
there are no impassable customs barriers put up between the two 
dominions The needs of two dominions are complementary and a 
common customs union can be helpful to both, yet it is seen that 
Pakistan is trying to develop an economic policy which will make 
her wholly independent of India. Duties are being imposed and 
a land customs barrier established.^ India has had to retaliate in 
self*defence. Such policies are unfortunate. They not only restrict 
the free purchase and disposal of necessary goods but also create a 
hostile atmosphere. 

United India had an adverse balance of trade from the last 
quarter of 1946. Bo has had the Indian Dominion since her estab^ 
lislment. Her balance of trade with Pakistan too is unfavourable. 

needs hard foreign ourrenoies like the dollar to buy food 
graJns and capital goods from abroad. Her sterling assets are not 

I. (a) Duties levied bvl*aklit»i0 lu Feb. 194S ~ 

1. Kaw Jute—'Ka 60/ per puooa bale. 

2. Raw cotton— lln* 60/* per bale of 400 lb^» 

B. 10% ad miorem duty ou raw bides and skins. 

4. 10% ad valorem duty on cotton seeds. 

(6) Duties leded by Indian Dominion, 

1, 25% ad valorem duty on cloth and cotton yar i (not handloom) 

X Bs BO/ per ton on oilseeds. 

3 Rs 200/- per ton on vegetable oils. 

4. Bs 20/-per ton on manganese. 
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being released aeoording to hw needs. Therefore, in order to eon- 
eeire foreign ezohssige for the pnrohase of esaentisl goods, the 
Ooverament of India has had to impose a striet austerity eoononi|r 
on the people by putting restraints on the imports of oonsamera* 
goods from abroad- it is suggested that India's trade with 
Pakistan should be treated on the same footing as the rest of W 
foreign trade and should be similarly oontroUed by a competent 
Central Organization meant for regniating her foreign trale. The 
tsdtie below gives an estimate of trade figures referred to above on 
the basis of prices as on 11>12-1947. 

TABLE 

Estimated Imports of Pakistan from India 


Commodity 

Quantity 

Price 

Total Value in 
croree of Bs. 

Sugar 

1*75 lakh tons 

-/8/* per lb. 


Cement 

1 lakh ton. 

1^. 65/- per ton t 

•65 

Oottoa textile 

500 mUlion yds 

1 12 as. per yd 

37-6 

Coal 

3 million tons 

Bfi. 16/13 per 

5 

Steely leather, 


ton 

12 

jute goods, 
xnetab, and 
mix manu* 
faotured goods 




Total 

i 

— 

Rs. 74’66 orores 


Estimated Exports of Pakistan to India 


Commodity 

Quantity 

Price 

Total Velne in 
crores of Rs. 

£^w Juto 

4 million bales 

Bs. 170 yer bale 

§50 

Wheat 

*5 million tons 

Rs. 13/1/- per md. 

17*7 

Raw Cotton 

8 ,, bales 

Bs. 236 per bale 

18-8 

Total 

1 

1 

* i 

IBs. 121.6 

1 orores. 


Balanoexsminus ks. 47 orores. 


The trends of trade conditions between India and Pakistan 
show ns that Pakistan will try its level best to export jute to 
foreign countries independently of India and she would rather 
dispose of her surplus oottou to foreign countries than to India in 
order to earn foreign ourrenoies. Besides, Pakistan is anidous to 
purohase maohinery and equipment from America and elsewhere 
to utilize bw cotton and jute within her own bouiviaries. Pakistan 
it oarr 3 ring on negotiations with Japan, Australia and Argentine for 
the above purpose. These conditions clearly show us that India 
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triU bare to grow bar own jote as iar as possible and to buy eottoa 
from S!gypt> and East Africa. Therefore loog^torm arrangenumts 
^old be made in India to grow our own jute and cotton as for as 
possible. 

Figures for trade between India and Pakistan aisross tbe land 
frontier are not inolnded in the statistios of Indian foreign trade. 
Most of tbe jnte from East Pakistan, and cotton, salt and other 
♦.hltig w from West Pakistan do not come in by sea but by rail or 
road, fienoe imports from Pakistan in ld48-49 are shown as Bs. 22 
orotes only against Bs. 44 orores of exports from India to Pidtistan. 
In reality there is a big deficit in Indian trade with Pakistan when 
both sea-borne and ouerdand exports and imports are taken into 
aooount. 

7. Transport. We shall now disonss the effects of partition 
upon the railway services of India. 

.^Out of the nine railway systems seven wholly fall in the 
TtM^ian Pomiuion, while the other two, the North Western Baitway 
and tbe Assam Bet gal Batlway have Wn split up according as they 
are situated in either of the two dominions. The division between 
the two dominions according to milage is as below 

Railway Milage. 


Indian Union 

• 

Miles 

Paki^an 

Miles 

T. N. W. Railway. 


l. N. W. R. 


(called Eest Punjab) 

1,610 

Commercial lines 

3.110 

ComiDorcial lines. 


btrategio lines 

1,817 

2 Assam Railway. 


2 A*^baro Railway. 


Broad Gauge 


* Broad Gauge 

503 

Metre Gauge 

1,399 

Metre Gauge 

999 

3. n 1. R. ^ 


3 Jodhpur. 


B. B. & C 1. 1 


Hyderabad 

319 

B. N. B. 1 


Bail way. 


G. 1. P. 1 I 




M. fc. M. > 

21,180 



0. T. R. 1 




S. I. E. I 




Bezwada and 1 

i 

I ; 


Dbore Kurnonl J j 

I 

1 

1 


Total 

24866 

1^ 

j 6,748 

hm III! II II Ml 


frnr~T'[TT—fi 

mmsm 

at charge 


at ebarge 

erovesv 

(1948-49) 


(1947) 



I^e table shows that whUe the Indian Union owns about 








77°/o of the total roo^ railage of ladia the total capital at charge 
in her ease ie about 847o» ^ • wsult of the partition, hovewer, 
India haa been relieved of the burden of the atrategio aeetknia-of 
the N> W. B., whtoh resulted in a total loss of Bs. 42 otorea to i&e 
railva;fa betireen the year 1924-25 and 1945 46. There ia thus a 
relief of about Bs. 2 orores a year. 

Due to the reoomaiendationB of the Pay Commiaaion, whitdt 
India haa accepted and'Pakistan has not, the arage bill of wrarkera 
on the railways in India will rise. Prioea of stores and fuel are 
also rising. There can, therefore, be but little hope of a fall in the 
coats in India. 

The Indian railways suffered much from the civil disturbances 
in the country. The movement of refugesa from and to Pakistan 
brought about a great deal of dislooation in the fioanoea and 
general adminiatrotion of railways. It may be mentioned that 
“during the jmriod of two months and a half the railways were 
oaJded upon to move aa many as 3 million refugeea which represents 
the, capacity of a thousand passenger trains. That was a terrible 
strain on the railways**.^ 

Another difficulty that resulted from the partition was the 
trsasfer and exchange of staff between India apd Pakistan. This 
led to a great deal of disorganisation and shortage of essential 
workers in particular categories. “The Bast Indian Baiiway 
suffered most of all, in regard to their engine crews, which created 
a first class national crisis in respect of coal movement.’’^ 

BaHway Fivanee». During the year 1946-47, the railway 
systems now wholly in the Indian Union like the EI.B., G,I.P., 
eta, earned a profit of Bs. 10*26 orores, while the railways, which 
had been split up like the N.W.R. and Assam Bengal Railway earned 
a small profit of Rs. 71 lakhs only. The ludiau railway budget for 
1948-49 anticipates a surplus ; while the Pakistan Government have 
thought it wiser to amalgamate the railway budget with the generid 
budget for obvious reasons. It may thus be safely ooncinded 
that the Indian Union Railways will probably earn profits in sp.te 
of having accepted a wage bill at higher rates while Pakistan 
railways will probably fail to show a surplus in spite of having 
refiued to accept the Pay Oommission’s recommendations. We 
ficd that in the year 1948-49 the Indian railways intend to spend 
Bs. 5,82 lakhs on amenities for the staff, Bi. 2,83 lakhs on 
amenities for the pnblio. while large anias of money amonatlng 
to more than Bs> 53 orores^ are intended to be spent out of 
the Depreciation, Reserve and Betterment Funds for 
providing rolling-stock and equipment. It has also been pro¬ 
posed to estabUsb a direct link between Assam and India at a 
total cost of Bs. 2'6 orores. Besides the Darjeeling Mimalayan 

1. sp©-.cii of 194B-40, ^ ^ 

2. ibid, 

3. E«, 25 ewes from 0«i.pital, Rs* 5 orc^fos irom Bettermmt ond Es. 

lakhs from JDopreoiation Funds. 
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Bailway it proposed to He parohased daring the year 1948>i9 at • 
total cost of about Bs. 61 lakhs. Mr. John Matthai sounded a note 
ol subdued optimism as regards the future working of Indian 
railways saying that “probably we have reached a stage where the 
steady prooees of deterioration which began with the partition 
and the oonsequenoes that flowed with inrtition have now been 
definitely oheohed. I can say with a certain degree of assurance 
that we have turned the corner.'* It is seen that tioketlasB travel* 
ling is being checked and lawlessness controlled. There is a 
decrease in toe average figures of turn-round of wagons on our 
oongested railways. Similarly, there is a fall in the number of 
wagcms returned unloaded from the collieries. There Is improve¬ 
ment in the man-day’s work in the workshops of most of the rail¬ 
ways. In the marshalling yards where heavy tn^os occur as at 
ICanpur, Asansol, etc., tl^ is a rednotion in the period of retention 
of locomotives s^ wagons.' Although about a third of our railway 
engines are over-age, yet there is an improvement in this direction 
too with a greater availability of spare parts from the U.K., and -the 
mana&oture of some of them in oar Ordnance Factories. More 
loopmotives and wagons are being imported as soon as available. It 
may be mentimied that the first road steamroller built in India, 
"The City of Delhi" has been put on the road and the time is not 
far off when India-made locomotives will give us service. 

Bailway budgets for undivided India in 1639*40 and the Indian 
Dominion in 1948-49 are given below to show the great rise in 
income as well as ■ fupenditpre. During the war years huge sur- 
plnses were earned only to be credited to the general revenues of the 
€>ovemtueat of India. These surpluses have dwindled down to small 
proportions today while lines and equipment have been greatly worn 
out and need renovation as quicUy as possible. The Pakistan 
Government did not budget separately for their railways for 1947-4S 
and 1948-49. They presented a combined budget to t^ legislature. 
Hence flgnrea fbr Pakistan railways are not very nsefuL 



Undivided 

India. 

Indian 

Dominion. 

Pakistan 


1939-40 

47-48 

48-49 

1947-48 

1948-49 

Gross Avenues. 

103'73 


190 

20-10 

36-89 

Totdi Working 



169-78 

22-16 

37-16 

1 

Expenses 

Net IiUbo. Be- 

•64 


2-16 


1 

1 

venae 



32-38 



Net Bevenne 

33-44 


W * • 

eee 

Interest Charges 
‘ Sarplns Profit or 
loss 

2911 


22-53 

« « • 

... 

-f4’33 


-1-9-86 
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(Pakistan figures ioelade Post! and Telej^aphs. Net ReveiMte 
and expraditpre and rest of the figares are not aTai)able.> 

Shipping. Undivided India had only 1,60,000 tons of ship¬ 
ping, barely 24 per cent of the total world tonnage. Oat Of this 
Pakistan seoared no more than 40,000 tons of shipping. 

Foods. Out of a total of 3,15,000 road milage, India has 
2,65,000 and Pidcistan 60,000. This milage inoludea all sorts of 
roads, metalled and nnmetalled. 

8. Conancy and Exdbsnge. The ontrenoy system is one indi- 
viiible thing. It is easy to divide twritory *, it is easy to divide 
assets and property. But it is impossible at onoe to split the 
oanmoy system. A new mid antmiomous oorrency system oannot 
be crested overnight. It was therefore essential to let the Indian 
Currency System function in ^e new Dominion of Pakistan long 
after the creation of this sovereign State. To facilitate this Pakistan 
Monetary System and Reserve Bank Order 1047 was issued. It 
contains the following main provisions :— 

(i) Indian notes will continue to be legal tender in Pakistan till 
30th September, 1948. 

(it) On 30th September 1048 Reserve Bank of India will retire 
as a note-issuiug authority for Pakistan which will then 
have unfettered authority to make its own currency 
arrangements. 

(tit) After 1st April, 1048, Reserve Bank may issue 'Pakistan 
notes.’ 

(iV) Assets of the equal Value of Pakistan notes will be trans¬ 
ferred by the Issue Department of the Reserve Bank of 
India to the Qorernment of Pakistan soon after 30th 
September, 1948. 

(v) Pakistan will have to aooept Indian notes from the Reserve 
Bank of India in certain oiroumstanoes until let of Ooto> 
ber 1949 but they will be replaced by Pakistan notes as 
and when acquired. 

(vi) For one yeai* after the issue of Pakistan coins the Indian 
rupee and the subsidiary coins will remain legal tender 
in Pakistan. 

The net result of these provisioxu is that Pakistan will assume 
full authority over ourrenoy affairs on l^t of October 1948 i.e., one 
year and six weeks after its'creation as an independent sovereiga 
State. 

What about the rate of exchange ? 

Pakistan will have the authority to declare the par value of her 
ourrenoy on the Ist of October, 1048. The financial agreement between 
India and Pakistan oonelnded on 12th Deoember, 1947, puts 
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Pricirtaa in ft lairlj^ ftrong position nnd will giro k«t ample time 
to deoi^ her exchange poUoy. Saffioient cash has been planed at 
her disposal and inune^te support of Pakistan seeurities will not 
be needed to create the note-issue. Agricultural oommodities grown 
in Pakntftn, viz, wheat, cotton and jute, are in very great denial 
and Pakistan may bo expected to have a substantially favourable 
balance of trade. Thus there will not be any need for her to 
devalue her currency. Rather they may over-value their current^ 
in order to stimulate imports, fiuft we should not forget that the 
goods they may desire may not be available in a short pftriod on 
account of universal shortage of such goods. On the whole it 
seems that Pakistan currency will maintain parity with our rupee 
in &ot though not in law. It will be essential to maintain parity 
between the internal price levcds of the two Dominions. The 
Pakistan budget of Bs. 80 crores shows an inflationary tendency. 
Austerity measures will be necessary to control the price level in 
Pakistan. Will Pakistan play the game ? 

9. Banking. The number of banks and their branches in the 
two domituoQB just after partition is clear from the following 
table 


1. Scheduled B&nks 

Head offices 

Branch officea 
i otal 

India 

85 

2448 

2613 

Pakistan 

13 

620 

633 

2. Nos-Sobeduled Banks 



Head offices 

462 

167 

Branch offices 

1176 

411 

Total 

1637 

1 

568 


Grand Total 4150 1201 


Pakistan has about 20% of the total population and she had 
the right proportion of Rank offices at the time of the partition as 
is elearfrom the above table but sinbe then many bauks have 
migrated to India from Pakistan and have closed many of their 
Inanoh offices in that dominion. ’ 

Since the partition banking business in Iddia lias increased eon- 
aiderably, while in Pakistan it has decreased {woportionatdy. 
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. follow i»g table ooabea it cletir :— 

Demand and time 
liabilities 


In erores of Bo. 
Advanoes and bills 
disoonnted. 


22 Aug. 

9 April 

22 Aug, 

9 April 


1947 

1948 

1947 

1948 

India 

929 

1094 

374 

498 

Pakistan ... 

104 

102 

45 

39 

Total .. 

1033 

1196 

419 

637 

Percentage of 
Pakistan to 
Total 

10% 

8% 

9% / 

7% 


The Clearing House returns for the centres in India and Paki¬ 
stan also show a similar trend. The monthly statement of the 
position of scheduled banks also gives us the picture. 

Statement of the position of Scheduled Banks in India and 
Pakistan. (In orores of Rs.) 


? j 

1 

i 

D^coand 

Liabilities 

Time 1 p - 


Bills 

Disoountefi 


.3 ! 
1 

§ 

3 

C 8 

Pu 

- 2 * 

.3 

5 1 ^ 

S 2 ! J 

1 1 'L 

2 

a 

M 

t 

a 

aJ 

i 

.2 

•J-J 

1 r 

I .2 

Oi 



82 Aug 1947 
7 May 1948 




r 



30 ' 

5 

59 

44 J 

I 15 

m 

37 

1 

4 

438 

33 




As a result of the partition there were communal riots in the 
Punjab. Non-Muslims had to leave Pakistan territories of Sind. 
W. ^njab and N.W.F.P and migrate to India. They transferred 
their accounts and deposit resources to India along with them¬ 
selves. Some important banks like the Punjab National Bank 
migrated, others were compelled to close their banking offices in West 
Punjab and elsewhere. The Hindu indigenous banker also cleared 
out with his capital. Pakistan tried to prevent the flight of 
oapitsd and bullion by arbitrary methods but did not succeed. As 
a result the hanking position in Pakistan grew weak. On the other 
band as is oleasr from the table above, the position of banks in 
India has improved. 

Bank advances and bills discounted declined in Pakistan 
showing that business conditions deteriorated. Time deposits 
went down from Rs. 39 oioma to Rs. 18 orores in Pakistan due to 
the lack of confidence in banks. 

The partition threatened the banking system in East Punjab. 
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The refugees tried to withdraw their deposits from banks wbleh 
had their head offices at Lahore. The Govemmwt of Indiai 
therefore, tried to stem a run on the banks by declaring a morato¬ 
rium for three months in the first instance, extended later for 
some banks like the New Bank of India Ltd,, and amended tibe 
Bescrve Bank of India Act in September 1947 to oonfer powers m 
the Bank to make Joans or advances against such forms of security 
(not specified before) as the Bank may consider sufficient for the 
purpose. This was done to assist refugee banks and to avoid un¬ 
necessary distress to refugee depositors. These measures saved the 
Indian Banking System from serious harm. 

The West Punjab Government finding that the non-Muslim 
businessmen who were financing the wheat and cotton trade in the 
province had left and most of the banks had closed their doors, 
was compelled to float a Finance Corporation with a paid-up capital 
of Rs. 1 orore. 

With effect from let July, 1948, Pakistan floated Its own 

Central Bank, called the State Bank of Pakistan, to manage its 
paper currency, public debt and exchanges. It has a fully paid-up 
capital of Rs. 3 crores, divided into 100-rupee shares. The 
Central Government subscribed 5l7o i^be share capita), so as to 
retain the majority control in their own hands. A cumulative 
dividend of 47o is permitted. The rest of the profits earned will 
be credited to the Reserve Fund till it reaches Rs. 3 crores and 
will then be paid to the Government. The structure of the bank is 
mainly based upon that of the Reserve Bank of India. 

10. Public Finance. India has been split up into two inde¬ 
pendent sovereign States and each must have Its own sources of 
revenue to meet its public expenditure. Division of sources of 
revenue is meaningless ; the only things to be divided are the 
cash balances and the liabilities. Each Dominion will get the 
income arising out of the various sources of revenue within Its own 
boundaries except in the case of a tax on a commodity like jute— 
about which an Inter-dominion agreement will bo essential* Three- 
fourths of jute is grown in Pakistan but 90 p,c. of the exports pass 
through Calcutta which is in the Indian Union. It will be unfair 
for India to appropriate to itself, the whole of the export duty 
on jute the hulk of which Is grown in Pakistan, Pakistan imposed 
a duty of its own on jute going out of its own frontiers. This, in 
normal circumstances, is bound to injure her export trade and ^ve 
a fillip to efforts towards finding jute substitutes. The respective 
shares of the Central Excise Duties can be estimated acoormug to 
the source of production ; in some oases an estimate can be based 
on population. 

Prof. C. N. Vakil bas worked out the division of the Central 
revenues relating to 1944-45 figurrs as under^ 

l. C. N. Vhkil- Eotnomic C<mee<|wiiocs of ttc Partition, 19\S, p. 74*77. 
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Major Heads of Hevenue 

Share 
of the 
Indian 

Share 
of 1 
Pakis- 

Total 


Union. 

tan. 


1. Customs. 

29,32 

8,97 

38,29 

2. Central Exoise Duties. 

1 32,87 

6,27 

38,14 

3. Corporation tax and taxes on 
income other than corporation 
tax; 


(A) Ordinary Collections. 

62,95 

4,43 

67,38 

(B) Surcharge. 

32,73 

2,84 

35,38 

4. Business Profits Tax. 

11,00 

1,00 

1 12,00 

fi. Civil Administration* 

1,91 

51 

1 2,48 

6* Currency and .Mint. 

9,60 

2,86 

12,46 

7. Civil Works. 

69 

18 

77 

8, Inte^esD* 

1,37 

41 

1,78 

9. Opium. 

1,04 

... 

1,04 

10. R^eipts from States. 

46 

14 

60 

11* Receipts in connection with war. 

14,32 

4,28 

18,60 

12, Net receipts from Posts and Tele¬ 
graphs. 

7,89 

2,36 

,25 

10,00 

13. Net receipts from railways. 

24,64 

7,36 

32 

14. Direct share of income-tax distribu¬ 




ted to Provitjces. 

20,25 

1 

26,56 




235.63 


The following table shows the Prorinoial Revfflitte 


[Pakistan Provinces) 

8 of Bnpoes) 

West Punjab 

.. .. 14,95 

Sind 

. 8,80 

N, W. P. P. 

... ... J ,84 

East Bengal 

... ... 18.84 

Sylhet 

... ... 1,00 

British Balnohistan 

. 20 

Provinces of the Indian Union, 
Skuat Punjab 

. 8,06 

U.P. 

. 27,47 

Bihar 

. 12,76 

Orissa 

.. ... ' 3,18 

Assam (Sylhet) 

... 4,92 

0. P. aud Berar 

. 9,62 

Bombay 

.83,67 

Madras 

... ... 41,24 

West Bengal 

.. 14,78 


As for the publio expenditure, the partition has resnlted ii 
a phenomenal inorease. The oiroumstanoes leading to the estab 


I. Ibid.—Table p. 77. 
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liBhment of Pakistan, the violent disturbanoes attending the 
biith of this ne«r State and the mass migration of minorities is 
bonnd to leave a bad legacy behind. The mutual suspicion, 
the existence of supposed enemies living on a vast land frontier 
and the presence of fifth oolumnists inside the border has 
rendered the defence, internal and external, a oomplioated costly 
affair. Both Dominions must have an adequate, efSoient and 
a well-balanctd force to defend the hard-won freedom. 
The Navy, the AirPoioe and technical branches of the army 
must be developed within a short time. 

The cjuntry has been shaken to its bottom and people will 
take some time to settle down. Liberty is being interpreted as 
licence. In these oiroumatanoes there must be a substantial 
Increase in the oobt of maintaimng lawand order. 

The refugee problem is another by-product of the partition. 
The Government of India sot aside a sum of Rs, 22 orores 
for the relief and rehabilitation of the refugees. For some 
years to come a lot of expenditure will have to be in curred in 
putting back these unfortunate millions into gainful occupations 
and providing toad and civil shelter for them. 

The partition has worsened the food situation too. Sind and 
West Punjab which could supply a large quantity of food to 
some of tne fndiau prjvinojs, can no longer be expected to do 
so. The immediate effect of the partition was ihe incalculable 
damage to crops owing to large scale disturbances. Expenditure 
on food subsidies has consideraoly gone up. The two food 
items and rehabilitation of refugees account for Rs, 44^ orores 
out of a total of Rs. it4J orores expenditure. 

One consequence of this extra heavy expenditure will be to 
curtail all deve.opmental expenditure. The nation build ing 
departments must suffer and the development schemes must be 
put off. Thera is little scope for further taxatiou. Hence greater 
reliance must be placed on loans rather than revenues for the 
execution of post-war schemes. 

liability for the payment of pensions in its own territory 
devolves on each Dommion. This liability to amounts Rs. 2;j5 
IftltVis a year. But for the overseas pensions the responsibility 
has been undertaken by the Government of India and so also 
for the interest charges on all loans of the pro-partition Government 
of India. This comes to Ra. 68 m orores a year. 

Division of Assets and Liabilities. A ffnanoial agreement was 
signed between the two Jbommions on 12th December, 1947 laying 
down broad principles govermng the distribution of assets and 
liabilities. 

On ist March, 1947, the amount of interest-yielding assets 
was Kb. 1,(K)0 crores, the uncovered debt Rs. 867 orores and cash 
and soounties held on freasury Account Rs. 614 orores. 
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.. . Aa for the interest^yleldi^ seoaritiea of Bs. 1,000 eroraa Prof. 
Vakil has worked out a dirisioa of Ba. 165 ororsa for Pakiataa 
rjod Ba. 835 ororea for the ladiaa Unioa. Oat of a total eaah 
balaaoe of Ba. 400 ororea, Pakiataa’a share ia Ba. 76 ororea. Of 
the unoovered debt of Bs. 867 ororea Pakiatao’s share b to b« 
oaloalated at 17^%. Pakistan ia to get one-third ahare out of 
military atorea and an adranoe of Bs. 6 ororea to enable it to aet 
up ordnance factories. 

The Oovernment of India has undertaken to p ly interests on 
all aeeuritiea of the Go^emoaent of undivided India even though 
the holders of some of these seounties may ba nationals of Pakistan. 
The Pakistan Government, however, will be liable to pay its 
share to the Government of India and it will diaoharge its 
indebtedness by annual instalments extending over 50 years. The 
payment of instalments will commence On the 5th year of the 
partition. So for five years Pakistan need have no fina npi^,! 
worry. Its citizens will continue receiving interest on securities 
from the Indian Government. After the 6th year Pdustan 
wilt pay annually to the Government approximately Bs. 16 
croies to liquidate its indebtedness to India. Bat India’s 
liability to the holders of securities in Pakistan will be abrat 
Bs. 7 orores. Hence the net annual payment to India will amount 
to Bs. 8 orores nearly.' 



CHAPTER XXXVni 
iSTERLlN&DOLLAR CRISIS, 8949 

In recent timce the balance of paycaeaba position of the 
sterling areas, and of the n.E. in particular, has been fast deterio* 
rating. The sterling area has been reoeatly runaing a dollar deficit 
equiiralent to nearly £ 60 J million a year. The dollar gap has assu* 
med alarming dimensions and has been widening at a perilous 
pace. It is, however, wrong to regard it as a purely post*war 
problem* Since the ^thirties the sterling area has been finding it 
difficult to achieve a balance of trade with regard to dollar countries. 
In 1938 the sterling area had a total deficit of £ 130 million. The 
post-war gold and dollar deficits of the sterling area have been : 
1946->£ 225 million ; 1947—£ 1,024 million ; 1948—£ 423 million and 
the first half of 1948—£ 239 million, making a total of £1,911 
in three million and a half years. 

This deficit has been met by drawing on U.S. credit which 
was exhausted early in 1948, on Canadian credit of which 
only £ 50 million is left (July 1949), by the South African gold 
loan of £ 80 million, Marshall Aid payments, arj^d drawings on the 
Iniernatlonil Monetary Fund. About £ 200 million deficit has 
been covered by reduction in gold and dollar reserves to nearly 
one-half of their figure at the end of June last. It is a very 
serious situation and cannot be allowed to continue any longer. 
The unbalanced nature of Britain’s Balance of Payments could well 
continue in the pre-wa«r times. There were British investments 
in the C.S.A. and Canada and their income offset to some extent 
this deficit. But these investments almost disappeared during the 
war and Great Britain has now no longer any capital to live on. 

How has this deficit been caused ? Aihong the chief factors 
that hawe conspired to create this deficit may be mentioned : 

(1) Increased dependence of the sterling area on supplies from 
America; 

( 2 ) the war-time sale of dollar income-yielding assets ; 

(3) net dollar loss on shipping services arising out of the need 
for chartering American tankers to carry increased output 
of British oil companies i 

(4) the fall in the purchasing power of gold In terms of 
dollar area exports to about two-fifths of its pre-war 
level; 

(5) the basic cause of the dollar problem lies in the war-time 
destmerion of the balance of production between tibie 
Western Hemisphere and the rest of the world ; 
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(6) the recent recetsion in XJ.S. basineBB ectirity and eoinmo* 
dity prices which led to a fell of neariy one-half in imports 
of raw materials and foodstnffis from the British ecdonies 
and a sharp drop in the Amerimin purchases of British 
goods; 

(7) high cost of production British goods impeding 
e:^rta j 

(8) large payments of dollars to countries outside the sterl¬ 
ing area such as Belgium and Switzerland ; and 

(9) the policy of insulation of sterling itself which Is matcing 
exports from the sterling area progressively more difficult. 

These are the causes which have contributed to the chronic 
dollar deficit. 

What is the remedy 1 A conference of Commonwealth Finance 
Minuters was convened in the middle of July, 1949, to find a way 
out of this difficult situation. It was preceded by ‘high level’ 
talks between Sir Stafford Cripps, Great Britain’s Chancellor of the 
Exchequer, Mr. John Snyder, U.8, Secretary for the Treasury, and 
Mr. 1>. C. Abbot, Canadian Finanee Minister. Sir Stafford announ¬ 
ced in the Commons that Great Britain would out dollar purchases 
in 1949-50 to the tune of £ 100 million, t.e. 25 p o. of what they were 
in 1949. 

.At the conc'usion of the Ccmaonwealth Conference a communi¬ 
que was isn^ed ahich laid down the short-term and long-term 
measures which the Sterling Block proposed to take to meet this 
difficult situation. Witbeut specifically mentioning £ 100 million 
cut in British dollar purchases, as "immediate steps to check the 
drain on the central reserves of dollars, the Ministers concerned 
agreed to recommend to their Governments action comparable in its 
results to that already decided upon by the United Kingdom". 

Although every member of t be Commonwealth was not expected to 
effect a out of 25 p.o. in its dollar pnrebases, yet the overall effect was 
espeoted to be 25 p o. out in the total dollar purchases of the sterlint; 
area. The under-developed countries like India and Pakistan could not 
be expected to make proportionate cat. Their need for dollar purchases 
is immediate and urgent. A large cut in dollar purchases lust now 
fOT them would mean starvation or economic stagnation. Mr. 
Ghnl Mohamed, Pakistan’s Finance Minister, made it clear that 
thesa cots would be on the basis of "equality of sacrifice.’’ Ur. John 
Matthai, India’s Finance Minister, emphasized that “the saoiifice to 
tide over the orisis could be effective and fair only if they were 
proportionate to the capacities of the countries to bear the burden". 
The main consideration of the more proeperons members of the 
sterling area, like Great Britain and Australia, is to maintain the 
existing standard of living, avoid unemployment and to keep down 
prices. But in the case of India it is a question of ensuring food 
supplies to ward eff famine, carrying on of development tobemes 
of food prrduction and industrial development and raising a bit 
the standard of living from the starvation levels. 
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BiridwidoBtrOaii, ll ig rfao oeoeasMy to wrplow the 
et dfvmtoiK deauuodl tor ptodnoto of too doUar aroa to tooia of too 
ataiiiiig ai^ Bm ildg iMtoOioy depood, oa oompaiatiTa prioM ; 
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Bnoydfat^ Imif-lerai imiedias, wollier iiimiedtote meaBUMi wW^ 
im by 11^ aiarluig •raa eomitr^lo tto 

iilmlkm is t 0 fe^ export profirtt.miii©8. The objaoti of 

IliiB ifHiidjiiiitm^ h not onfy to oloso the gap in oonammer or o^pltoi 
goodb oftoa^ by doltor onU Ipt to exploit to the utmost too doUor* 
wmtng mpOQtties of tho meiv^beni* 

mie 17.S.A. oaa help in lilte this erisia in the sterling mrm by 
tewmipg hi^ tariff exporteofthe sfcorUng orta to 

the UAii. may be inereasel. In this way earnings of dollar ny 
the steling area ean be inereaeed. 

The Omia onwealth talks abo suggested that on the analogsT of 
the Intecnatioiial Wheat Agreement, pacta should be oonclnded 
between the sterling oonntrm and the tl.S*A, for the sale to %m 
latter of robber, Ito, ooeoa, into and ootton. In order to be 
helpful the 0.SA. mast resort to ‘stock piling* of 
materials* Malaya with her tin and rubber, and India and Pakistan 
with their Jute and cotton are the dollar-earnert of the Oommon# 
wedi^ and they most reeeire all encouragement in the expanaioa 
of their trade and industry. By the guarantee of arms suppiy»the 
UJ3.A can enable Buropean ooantrias to devote the mselres to the 
buildinfr op of dollar export trade* Fresh American Investment on the 
lines of Marshall Plan abroad can go a long way tosrards the 
solution of the problem of dollar shortage. President Trumans 
point 4 Prc^pramme for the assistanoe of under-developed countries 
must be implemented in much more liberal terms. 

The cut in dollar purchases Is, however, only a negative 
approaoh, *a mark time measure* as Sir Stafford put it. The last* 
ing adhition of the steiltng area*8 diffioult.os can be found only in 
a substantial expansion of the trade. Towards this end, eosts erf 
produetioti must be roduoed, output must be increased and its 
equality must bo improved. Only then these countries will change 
Swm miObm to buyers markets. 

In these doIlar«sterling talks it was agreed that the aim must 
be the achierement of a pattern of world trade in which the dollar 
and the non-dollar countries can operate together witMn one single 
multilateral system. 

One of the measures suggested to meet the dollar shortage w^ 
devsluatian of sterling. But Sir Stafford Oripp^deolared oategon- 
caUv and in most unamStguous terms that the British Government 
had absolatriy no intention of devaluing sterling l*erd Add^ou 
reaffirmed it kk the House of Lords ou July 25, I942i sayiug that 
there wm inteuttoo whatever of entering into this rash experi* 
meni of devaluati 0 n of starting’*. The American insistence on the 
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di«va1i3ation of ifl BttderstftiidaW©, It would oioati oh©«kr|»©r 

purohases of mW materials etc. from ttie sterling area. Saports 
from the iterling area will no doubt receive some stimnlas from 
depredation of sterling. But this wovkfd mean onlv a tanporajy 
advantage, because when prices are adjusted to the new ratio, 
costs wifi go up ; wages will have to be raised and the advantage 
would cease. 

Among the verv strong objections to the devaluation of sterling 
may be mentioned the following 

{!) The resulting increased exports to the U SJk. would be 
more than offset by a reduction in the dollar proceeds 
from sterling area exports resulting in a net reduction in 
dollar earnings. 

(2) In view of the recession in the U.S.A*, it is even doubt¬ 
ful if there will be any appreciable increase in exports to 
the U.8,A. Every fall in U.S. prices will necessitate 
further devaluation of the pound. 

Sterling-prices of food and raw materials will rise which 
will mean a rise in the cost of living and the cost of 
production both of which will create a very awkward 
situation. 

(4) Increased prices of food and raw materials will be reflected 
in the prices of British exports which will consequently be 
further hampered. Terms of trade would turn progressive¬ 
ly against Britain. 

In spite of these denials and protestations the belief persisted 
in certain quarters that devalution of sterling was inevitable. This 
state of uncertainty was standing in the way of easing the situation* 
The payments from dollar area, and also fresh orders, were held 
back in the hope that less would have to be paid when the sterling 
was devalued. Expansion of trade was thus seriously hampered 
As Mr. Richard Denman of the London *Ecm7mi€tt pointed out, **By 
waiting for devaluation, they increase the pressure to devalue ; 
devaluation begins to be needed to get the wheels of trade turnfjug 
again*’. 

Devaluation of the Rupee. Linked with the suggestion for 
the devaluation of the sterlingcame the suggestion for the 
devaluation of the rupee. Mr. CH. Bbabha, otir former Com¬ 
merce Minister, said that the time was very opportune for the 
devaluation of the rupee. We are emphatically of the opinion 
that it !8 moab inopportune time for disturbing the rupee, 
sterling rate. JNo doubt our balance of trade is unfavourable, the 
extent of cur acVerse balance in 1948 was to the tune of 1^.240 
crores. Devaluation of the xupea may offer some temporary stimu- 
lus to our exports. Yet d©valuati( n by itself cannot rectify an ad¬ 
verse balance. For that we want rapid economic development of 
the country and the most efficient use of our resources. We must 
produce our own food and develop industrial materials inside the 
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eouniry. W» mm% accelerate ladattria) development, iocreace our 
oatpiit> improve its quality and lower the ooet of prodqatimti* 
Ihece ibioga caimot he achieved simply by waiving the magic wand 
of devaioation* if that were so the trick would have been done long 
ago. At preseut we are importing hug© amounts of food, lu 194 
W6 spent Ss, ISO crores on imported food and in 19*19 it estimated 
to cost Rs. 150 crores. We are purchasing from abroad capita! 
goods m veiy large amounts for our development projects. If the 
topee ratio is lowered say from Is. 6cl. to Is* 4d , all these things 
will cost ns 12| p,c. more. 

Then again, lower ratio would mean higher prices. That is 
precisely what we want to avoid. Devaluation of the rupee would be 
& strange way ef dghting inflation. Already our prices are higher 
than most other countries. The way of wisdom lies in lowering 
them and not doing anything which is calculated to raise them still 
further. Hence we must for the time being avoid ‘^monkeying with*' 
the ratio* 

The real solution of the dollar problem is, therefore, to reduce 
dollar expenditure by catting dollar imports and increase dollar 
moome by increasing exports to dollar areas. For tWa purpose 
internal prices and costs mu^t be reduced in order to make the goods 
competitive in dollar markets. 

Sterling Balances Agreement, 1949. The 1949 Agreement relating 
to Sterling Balances is undoubtedly a great improvement on the 
agreenient that was concluded in 1948 both as regards the sums 
oonvertible and the amount of sterling releases. 

Accord ng to the 194b Agreement, £ 80 millim, the unspent 
balance in our Ko, 1 Account, was oarried forward and £ 40 million 
was to be released for each of the 12*monthly periods Juljf-Jnne 
1949-50 51. The amount convertible into *hard’ currency was fixed 
at £ 16 million ($60 million). 

The mam provisions of the Agiieement concluded in July, 1949 
are- 

(1) £ 81 million has been agreed to be the amount of release 
for 1948*49 for which year the 1948 Agreement did not provide any 
realease. 

(2) The annual release for the 12-monthly periods ending 
June 1950 and i9il has been increased from the original amount of 
£ 40 million to £ 50 million. 

(3) There will be an additional realease, not specified in the 
agreement, sufficient to cover the liabilities arising out of the Open 
General Licence XI (0 Q.L XI) before its cancellation* Imports 
under the O.G L XI proved to be unexpectedly heavier. It was 
considered beneficial to the economies of both India and the tJ.tC* 
not to reduce the imports all of a sudden. TheU.Kl., therefore, 
agreed to release additional sums required by India to meet her out* 

^ Standing commitments under this head. 

(4) So far as convertibility is concerned, under the 1948 Agree* 
ment India could draw not more than £ 15 million ($60 million) in 
*hard* currency from the Central Reserves during July 1948-June 
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1949. But acoordiog to 1949 Agreem«&i ladia has tha right to 
draw on Central Resenrea to the extent of about 1140 to S 160 
million, 

\ It has also been agreed that the dollar overdratrals of the 
^previous years need not be reimbursed. At the time of 1948 
Agreement India's 'hard’ currency deficit was estimated between 
I iOO and $ 180 million. She was expected to reduce her deficit to 
the former figure and to finance the rest of it by borrowing $ 10 ) 
miUion from the International JVlouetary Fund. Actually India’s 
exports proved to be substantially lower and her imports much 
higher, so that her ‘hard’ currency deficit has bean proyisionalli| 
Mput at $ 217 miilicm. To meet this deficit India borrowed during 
* this period $ S6 mill on from the IMF. The UK agreed in 
February, 1949, to advance India the neces^iary ‘hard’ currency as 
an overdrawal till the next agree neat. This overdrawal was estima* 
ttd on June 30. 1949 to be $ 84 million. Under the February 
arrangements this overdrawal had to be reimbursed. It has now 
(July 1949) been agreed that this amount need not be re-imbursed. 

To guard against the widening of the ‘bard* currency gapi 
irrespective of her export earnings, India is required to limit her 
imports from the dollar area to 75% of the amc-unt she spent on 
imports in 1948 I'nis, however, is exclusive of any import she 
mav fiuance by loans from the International Bank for Reconstruotion 
and Development, 

It cannot be denied that the 1949 Agreement is considerably 
more liberal than the previous* year’s agreement. But it is feared 
that, considering India’s balance of paym^nta position, the amount 
of sterling releases, especially the convertible portion of it, may 
yet prove inadequate. This position is undoubtedly very grave 
today, as her exports have shrunk, whereas there is no near pros* 
pect of her being able materially to cut the imports, especially 
from the dollar area. India has to impart huge quantities of 
food and a vorv large quantity of capital goods for her development 
projects. The prices in the U.K, compare unfavourably with those 
m the dollar area. It will be obviously not in India’s interest to 
confine her purchases to the sterling area. There is, therefore, a. 
limit beyond which we cannot cut our dollar imports without en¬ 
dangering the economic and political stability of the country. 
India occupies a key position and is thus entitled to every considera¬ 
tion from the U.K. and the U.S.A, So far India has been meeting 
trade deficit by heavy withdrawals from the I.M.F. But she cannot 
go on doing this indefinitely especially because higher rate of 
interest has to be paid with increased borrowings. The U K. is 
building up a Welfare State and can certainly afiord to show 
better appreciation of India’s needs and difficulties. 

We should, however, remember that the settlement of Sterling 
Balances, howevef satisfactory, is no answer to the country's 
trade problems, which can be solved only by increasing our export 
earnings, 
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